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Docket No: UG 435 Staff/100

Q.

A.

> p » P

Muldoon/1

Please state your name, occupation, and business address.

My name is Matt Muldoon. | am a Manager employed in the Rates Finance
and Audit (RFA) Division of the Public Utility Commission of Oregon (OPUC).
My business address is 201 High Street SE, Suite 100, Salem, Oregon 97301.
Please describe your educational background and work experience.
My witness qualifications statement is found in Exhibit Staff/101.

What is the purpose of your testimony?

| introduce Staff-sponsored adjustments and issues regarding the Northwest
Natural Gas Company (NW Natural, NWN, or Company) request for a general
rate revision, docketed as Docket No. UG 435. Please refer to Exhibit

No. Staff/200, the testimony of Brian Fjeldheim for additional detail about
component revenue, expense, and rate base components of Staff proposed
adjustments.

In addition, | summarize public comments received by the Commission
regarding this rate case, point to Staff testimony where these issues are
examined and provide a count of the public comments that shared each
concern.

| also address Cost of Capital components and overall Rate of Return
(ROR), going into greater detail regarding Return on Common Equity (ROE).

Finally, | point to my additional testimony, Staff/1700, containing Staff’s
discussion of Renewable Natural Gas (RNG), cost recovery for the Lexington

RNG project, and Hydrogen issues. Because this discussion addressed the

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Docket No: UG 435 Staff/100

Q.

Muldoon/2

Company’s testimony that is provided in Highly Confidential testimony, Staff's
testimony on these topics must also be Highly Confidential.

Will other Staff withesses submit testimony regarding the issues they
reviewed?

Yes. Each Staff assigned to Docket No. UG 435 is submitting separate
testimony. In my testimony, | first introduce the Staff witnesses and their
respective assignments and estimate the revenue requirement impact of Staff
recommended adjustments to the Company’s initial filing. These are the
issues identified to date. Staff's recommendations and issues may change
after reviewing testimony and analysis by other parties.

How is your testimony organized?

My testimony is organized as follows:

1. Revenue Requirement Impact by Staff TOpIiC .....ccooeeeviieiiiiiii . 3
Table 1 — Staff Rate Case TOPICS .....coovvvveeiiiiiiieeeeeeeceee e, 3

2. Introduction to Staff Opening Testimony ..., 5
3. Overall Cap on Revenues, Co. Proposals and Notice to Customers ........... 8
4. Summary of Public Comments Received ........ccccccovvviviiiiiiiiiiiiiiiieeeeeeee 13
5. Overall Rate of Return (ROR) ..o 17
Table 2 — Currently Authorized ROR ... 17

Table 3 — NW Natural Requested ROR .........cccoooiiiiiiiiiiiiieeee, 17

Table 4 — Staff Recommended ROR ..........ccccooiiiiiiiiiiiiienes 17

Return on Common Equity (ROE) ...coooiieiiiei, 18
PEEI SCrEEN ... 19
Table 5 — Staff Peer Screening ........ccooovvvveiiiiiieiieeeeeee e, 20

Table 6 — Results of Staff's 3-Stage DCF Modeling ..................... 21

LT Growth Rates - Used in Third Stage of Staff's DCF Models ............ 25
Table 7 — Growth Rates Staff Relied Upon ... 26

Hamada Equation - Addressing Peer Utility Capital Structures ............ 32
Balanced Approach to ROE ..o 35
Gordon Growth Model — As Check on ROE Findings ............cccoeeeeee. 36
Table 8 — Gordon Growth Model Results ...........cccccciiiiiiiiinnnnnnns 40

CAPM — As Check on ROE Findings ........cceeiiieiiiiiiiiiiceeeeeeeeeeee, 39

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/3

Table 9 — CAPM Model ReSUIS .......ccooiiiiiiiiiiiieeeeeee e 43
Conclusion Regarding ROE ..., 43

6. Renewable Natural Gas (RNG) and Hydrogen ..............cooovvviiiiiieeeeeeeenenns 44

NWN UG 435 Staff OT Exhibit 100 Muldoon



Docket No: UG 435 Staff/100
Muldoon/4

1. REVENUE REQUIREMENT IMPACT BY STAFF TOPIC

Q. Please provide a list of the rate case topics that Staff reviewed and
introduce the responsible Staff.

A. See Table 1 below:

TABLE 1 — STAFF RATE CASE TOPICS
NWN UG 435 Topics $ 78,020

Revenue
Requirement
Effect $(000)

Staff Issue Proposed

Exh. Witness No. Staff Adjustments

100 | Muldoon Revenue Requirement by Staff Topic
Intro to Staff Opening Testimony

Cap on Revenues, Notice to Customers
Summary of Findings, Overall ROR
Return on Common Equity (ROE) (6,274)
Renewable Natural Gas and Hydrogen
Revenue Requirement, and

Interest Synchronization

Horizon - Phase 1, and

Information Technology (IT) Projects
Horizon - Phase 1 Depreciable Life 2,327
Cyber Security and Safety

Transportation Security Administration
(TSA) Compliance

Prepaid Expenses
Uncollectible Accounts
Cash Working Capital
Escalation
Oregon Corporate Activity Tax — OCAT
Federal Income Tax — ARAM EDIT (141)
Property Tax (61)
OPUC Fee 420
Test Year Plant — Additions
NWN Errata Filing — Error Correction 759
Test Year Plant - Budget Over-projection
Test Year Plant

Central Resource Center
Lincoln City Property Sale
Load and Revenue Forecast
Miscellaneous Revenues
Materials and Supplies (202)
Rate Case Expense
Atmospheric Testing Expense

ON|AhlWIN|=~

200 | Fjeldheim

—_

47

(1,992)

300 Fox

© OIN(O|N|R|WIN|2|ON(O®| O W[ N

—_
o

400 Bain

500 Bolton

WIN=2IN|—

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Continued on Next Page

Staff/100
Muldoon/5

600

Cohen

Wages, Salaries and FTE

(5,946)

Customer Account, Customer Service,
and Sales Expenses

(601)

W N

Miscellaneous O&M Expense

700

Dlouhy

—_

Pension and Post-Retirement Medical
Expenses

(6,549)

800

Enright

Capital Structure

Cost of LT Debt.

(176)

Williams Pipeline Outage

Gas Inventory

Gas Storage Operating Expense

Affiliate Interest Charges

900

Farrell

Operations and Maintenance Expense

(430)

Administrative and General Expense

(770)

Maintenance of General Plant

1000

Jent

Advertising Expenses

(1,029)

Promotional Activity and Concessions

Current Medical and health insurance

Insurance (Non-Medical) and Risk
(Non-Medical)

D&O Insurance

1100

Peng

Depreciation Expense

Depreciation Reserve

AFUDC

1200

Rossow

2 |WIN|=O] & | WOIN2|WIN|_|O(O|RWIN|—~

Memberships and Dues

(456)

N

Meals and Entertainment and
Miscellaneous Operations and
Maintenance Expenses

(541)

1300

Scala

Equity, Affordability, and
Customer Assistance

Decoupling and Weather Adjusted
Rate Mechanism

Rate Spread and Rate Design

1400

Storm

IRP and the General Rate Case

N=W| N

Current Deferrals

1500

Dlouhy,
Fox, and
Storm

—_

Staff's Review of Amounts Deferred

Earnings Review and Amortization

Rate Spread

1600

Gibbens

= WIN

Long-Run Incremental Cost Study

1700

Muldoon

—_

Lexington Renewable Natural Gas
(RNG)

Total Staff-Proposed Adjustments
(Base Rates):

Staff-Calculated Revenue
Requirements Change
(Base Rates):

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Docket No: UG 435 Staff/100
Muldoon/6

2. INTRODUCTION TO OTHER STAFF OPENING TESTIMONY

Q. What is the exhibit number, respective Staff withess, and topic of the
various Staff rebuttal testimonies?

A. The Staff exhibit number, respective Staff withess, and topic are presented
below:

In Exhibit 200, Brian Fjeldheim, Senior Financial Analyst, addresses revenue

requirement in this rate case in greater detail than in Table 1 herein,
showing revenue, expense, and rate base elements of Staff's proposed
adjustments, as well as overall revenue requirement impacts.
Mr. Fjeldheim’s modeling considers the appropriate revenue requirements
of the Company and captures Staff adjustments to the revenue
requirement proposed by NW Natural.

In addition, Mr. Fjeldheim analyzes: Horizon - Phase 1 and IT
Projects, Cyber Security and Safety, Transportation Security
Administration (TSA) Compliance, Prepaid Expenses, Uncollectible
Accounts, and Cash Working Capital.

In Exhibit 300, John Fox, Senior Financial Analyst, discusses cost
management and efficiencies including: escalation of costs; income taxes
including: Oregon Corporate Activity Tax (OCAT) deduction for State
income tax, and excess deferred income tax; taxes other than income,
including property taxes and OPUC fee; and utility plant, including plant
test year capital expenditures, land and building adjustments subsequent

to the Company’s errata filing, excess budget for district regulators,

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Docket No: UG 435 Staff/100

Muldoon/7

attestations and other project adjustments, and property sales. Mr. Fox’s
comprehensive analysis led to material errata filings by the Company.

In Exhibit 400, Dr. Ryan Bain, Ph.D., Senior Economist, analyzes the
Company’s load and revenue forecasting and miscellaneous revenues.

In Exhibit 500, Madison Bolton, Utility and Energy Analyst, considers the
reasonableness of the Company’s materials and supplies in rate base
and rate case and atmospheric testing expenses.

In Exhibit 600, Heather Cohen, Senior Utility Analyst, reviews wages, salaries,
and FTEs (including Officer’s incentives); as well as customer accounts,
customer service, promotions and concessions, and miscellaneous O&M
expense. This testimony may be of interest to public commenters who
expressed concern about executive compensation. A large number of
commenters noted the imbalance between the growth rate of executive
pay compared to pay for ordinary Oregonians. That concern is
substantiated in the Wall Street Journal’s article by Theo Francis
of April 4, 2022, “CEO Pay Increases Heads for a New Record”."

In Exhibit 700, Dr. Curtis Dlouhy, Ph.D., Senior Economist, analyzes NW
Natural’s pension and post-retirement medical expenses.

In Exhibit 800, Moya Enright, Utility Economist, examines NW Natural’s
Capital Structure, Cost of Long-Term (LT) Debt, Williams Pipeline
Outage, Gas Inventory, Gas Storage Operating Expense, and Affiliated

Interest Charges. NW Natural completed a common equity stock flotation

1

This article is provided for your convenience in Exhibit Staff/108 Muldoon/4.

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/8

on March 29, 2022, after Staff opening testimony was prepared. Ms.
Enright will address this issuance in her Rebuttal Testimony.? Staff also
continues to monitor U.S. Federal Reserve (Fed) plans to lift interest
rates, noting however, that current utility secured first mortgage bond
(FMB) long-term borrowing rates continue to be very low compared to
past borrowing rates.?

In Exhibit 900, Bret Farrell, Senior Economist, reviews operations and
maintenance (O&M) expense, administrative and general (A&G) expense
and maintenance of general plant.

In Exhibit 1000, Julie Jent, Utility Analyst, examines advertising expenses,
current medical and health insurance, non-medical insurance and risk,
and D&O insurance. She scrutinizes the appropriateness of NW
Natural’s advertising and promotional expenses, which is another concern
of many public comments regarding this case.

In Exhibit 1100, Ming Peng, Senior Economist, analyzes the Company’s
depreciation expense, depreciation reserve, and allowance for funds used
during construction AFUDC.

In Exhibit 1200, Paul Rossow, Utility Economist, reviews NW Natural's
memberships and dues, meals, entertainment, and miscellaneous

operations and maintenance (O&M) expenses.

2

3

See Supporting Exhibit Staff/108 Muldoon/17 and /19 for news and details regarding NW
Natural’'s common stock issuance.
See Supporting Exhibit Staff/108 Muldoon/6 regarding Fed plans to lift rates.

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/9

In Exhibit 1300, Michelle Scala, Senior Utility Analyst, reviews equity,
affordability, and customer assistance; decoupling and NW Natural’s
weather adjusted rate mechanism (WARM); and rate spread and rate
design. Commenters concerned about affordability, energy burden and
social equity in the context of HB 2475 will want to read those portions of
Ms. Scala’s testimony.

In Exhibit 1400, Steve Storm, Senior Economist, analyzes the nexus between
Integrated Resource Planning (IRP) and this general rate case, as well as
current deferrals.

In Exhibit 1500, Dr. Dlouhy, John Fox, and Steve Storm have prepared joint
testimony addressing Deferrals related to Covid-19, including: Staff's
review of amounts deferred, the appropriate earnings review and
amortization, and rate spread. At the end of this section, | address how
timely amortization of deferrals helps prevents generational inequity.

In Exhibit 1600, Scott Gibbens, analyzes NW Natural’s Long-Run
Incremental Cost Study.

In Highly Confidential Exhibit 1700, | review the Company’s Lexington RNG

Project and NW Natural's proposed RNG cost recovery mechanism.

3. OVERALL CAP ON REVENUES, COMPANY PROPOSALS,

AND NOTICE TO CUSTOMERS

Q. Are there any issues that appear in the case that you would like to

highlight?

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Docket No: UG 435 Staff/100

Muldoon/10

A. Yes. NW Natural filed a new depreciation study in December 2021 to comply

with the requirement in OAR 860-027-0350(2) to file a depreciation study no
less frequently than every five years. NW Natural’s depreciation filing has
been docketed as UM 2114; and, in that docket, NW Natural asks that the
Commission delay the effective date of its updated depreciation dates until
November 1, 2023. Therefore, NW Natural has not incorporated updated
depreciation rates into this general rate case. Instead, NW Natural asked the
Commission to base NW Natural’s depreciation expense, etc., in this case on
the depreciation rates approved in 2018 and based on 2015 data.

Staff witness Peng addresses NW Natural's proposed depreciation rates
in her testimony. Staff does not oppose NW Natural’s decision to not propose
an increase to its retail rates in this general rate case to reflect changes in
depreciation rates found from the depreciation study. Staff does oppose NW
Natural’s proposal to delay the effective date of its updated depreciation rates.
However, Staff opposes NW Natural’s proposal for a single-issue ratemaking
proceeding to incorporate the updated depreciation rates, with the rate change
effective November 2023.

When the Commission adopts new depreciation rates, it does so based on
finding those new rates are appropriate for recording costs such as
depreciation and associated net plant. Accordingly, it is important to timely
implement the new rates as they reflect the most appropriate allocation of the
costs of the Company’s investments across the lives of the investments. To do

otherwise results in inter-generational inequity.

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/11

NW Natural explains that it asks to delay the effective date of its
depreciation rate update to save customers the approximately $8 million
increase to revenue requirement associated with the update to depreciation
rates.* Staff has no objection to NWN'’s wish to avoid the revenue requirement
increase associated with updated depreciation rates. However, as noted, Staff
does not think it is appropriate to accomplish this by delaying for a year the
effective date of the depreciation rates. Further, Staff does not support NW
Natural’s proposal for a single-issue ratemaking proceeding in 2023.

Please provide an example of this.

Under the deferral alternative, the Company earns its authorized Rate of
Return (ROR) on the deferred amount. This is like the Company made a smart
investment expecting a return of about seven percent, at the expense of
customers paying these carrying costs, until these expenses are amortized.

A deferral would only serve to pass the rate increase, plus the carrying
cost, along to a different set of future customers for whom it would then
increase their energy burden. As the ROR is the weighted average of the
Company’s authorized Return on Equity (ROE) and Cost of Long-Term (LT)
Debt, it is higher than the interest the Company pays when borrowing from a
bank. Better ratemaking results from the timely matching of benefits and costs

to the customers experiencing them.

The delay in implementing the depreciation rate increase does not “save” customers money,
instead it delays when the increase occurs—namely this year or next. If the depreciation
change occurred this year, and it was an increase in rates, depreciation expense would
increase and average rate base for the test year would decrease, with the effect of the
depreciation increase outweighing the rate base effect.

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/12

Q. What is the second key issue you wish to highlight?

A. NW Natural's requested revenue requirement now exceeds the revenue

requirement increase specified in NWN’s notice to the public. This is because
the Company’s notice did not include costs associated with certain rate base
accounts (discussed in Staff Exhibit 300 by John Fox), resulting in errata filings
by NW Natural. In its errata filing NW Natural notes:
With this correction, NW Natural’s total requested increase to
revenue requirement in this case would be $78.0 million. NW
Natural will provide to the parties updated work papers reflecting
these changes. NW Natural notes that while its revenue
requirement in this case has been corrected, the Company
understands that the base rates finally adopted by the
Commission in this proceeding will not exceed the revenue
requirement amount reflected in its initial filing.>
Although it may not be an issue, Staff notes that the same limitation noted in
NW Natural’s errata filing may apply if NW Natural proposes to include updated

depreciation expense in this rate case and that increases NW Natural’s

revenue requirement.

Q. Does this conclude your Introduction?

A. Yes.

5

NWN Errata Sheets, p. 1 (February 28, 2022).

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/13

4. SUMMARY OF PUBLIC COMMENTS RECEIVED

Q. Please summarize the public comments received to date in this rate case.

A. This case has produced a very large number of public comments. Staff

reviewed 951 public comments (hereinafter referred to as “Comments”)

received up to April 10, 2022 in its Opening Testimony.

0% 100% 774 181 951

Docket No. UG 435’s public comments reflect vehement opposition to a
rate increase from NW Natural. This request as noticed includes an 11 percent
rate increase for residential customers. 100 percent of the comments are in
opposition to the rate increase, and range in various intensities of negative
emotion.

A significant number of comments are from residential customers and the
comments all reflect similar feelings. In fact, there are multiple sets of form
emails. The first set includes 181 identical emails that express concerns over
the increase being used for political activities, executive salaries, and other
expenses that are “counter to the public interest”. These comments also
indicate that the commenters do not want funds to further fund fossil fuels and
that Oregon should be focused on renewable energy options. Additionally,
many comments request additional public meetings (PM) or informational
hearings to be held in this case.

The second set includes 454 identical emails. This set of comments

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/14

explains that the commenters do not want to pay for increased profits for the

company executives. The major concern in this set of comments is that the

increase is too high and that Oregon families are struggling to get by and
therefore should not have a large increase in their gas bills.

The third set includes 134 identical emails that indicate that ratepayers
should not be forced to pay for NW Natural’s advertising, especially when the
advertising is greenwashing the impacts of natural gas.

The fourth set includes five identical emails. These comments state that
a rate increase will lead to more deaths in Oregon from heat waves because
people will have to choose between cooling their homes and buying food.
These comments also point out that a rate increase would disproportionately
affect vulnerable populations such as the retired and people of color.

This is a total of 774 form comments. In addition to these comments,
there are many individual comments for a total of 951 public comments.

All comments that have been received reflect anger, frustration, or
general negative feelings about the proposed rate increase. The major themes
of the comments are:

1.  Climate change is a huge issue for Oregon and the world and investing in
natural gas and fossil fuel infrastructure is a bad investment. The money
should be used instead to switch to renewable energy sources.

2. Ratepayers should not have to pay for pay increases and executive
bonuses. NW Natural has excellent profits, and the executives make

huge salaries. Ratepayers are struggling financially due to the state of

NWN UG 435 Staff OT Exhibit 100 Muldoon
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Muldoon/15

the world and the COVID-19 virus and should not have to pay for these
increases.

3. Rate increases will disproportionately impact vulnerable communities
including senior citizens on fixed incomes, people of color, and low-
income households. Exhibit Staff/1300 addresses energy burden and HB
2475 issues.

4.  NW Natural had a rate increase in November of 2020 and having another
double-digit rate increase this year is more than ratepayers are able to
handle.

5.  Advertising is an inappropriate use of customer funds because NW
Natural is a monopoly, the advertisements utilize greenwashing to
encourage the public to believe that natural gas is a clean energy source,
and there should not be advertisements for an energy source that should
be phased out as soon as possible. Advertising is addressed in Exhibit
Staff/1000.

Q. Please explain the reasoning behind the inclusion of public comments in
Staff’s testimonies.

A. Consistent with the Commission’s Internal Operating Guidelines as addressed
in Order 20-065 in Docket No. UM 2055, to provide more transparency about
the public comments in contested cases, public comments received are now
made part of the Staff’'s Opening Testimony.

The Commission will post a link or instructions on how the public can see

all public comments received, and the public comments from the edited

NWN UG 435 Staff OT Exhibit 100 Muldoon
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transcript for the Public Informational Hearing, of Thursday, March 10, 2022, at:
https://apps.puc.state.or.us/edockets/DocketNoLayout.asp?DocketlD=23085.

Written comments received after preparation of Staff's Opening
Testimony will be included in subsequent Staff testimony. However, Staff will
not be able to testify regarding comments received after Staff prepares its final
round of UG 435 testimony.

Presenting comments at a Commission Informational Hearing or through
the Commission's website does not subject the commenting person to cross
examination. Any party, though, may respond to Staff's summary of the public
comments or the comments themselves in evidentiary testimony.

Q. Does Staff Opening Testimony address comments received?

A. Yes.

NWN UG 435 Staff OT Exhibit 100 Muldoon
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5. OVERALL RATE OF RETURN (ROR)

Q. Did you prepare tables showing NW Natural’s curre
earlier proposed and the Staff calculated ROR?

A. Yes, the following three tables provide that information.

nt, NW Natural’s-

TABLE 2
NWN Current OPUC Authorized NWN
(UG 388 Order Nos. 20-364, 20-369 )
Combonent Percent of | Stipulated or | Weighted
P Total Implied Cost Average
Long Term Debt 50.00% 4.529% 2.265%
Preferred Stock 0.00% 0.000%
Common Stock 50.00% 9.40% 4.700%
100.00% 6.965%
TABLE 3
NWN Requested — UG 435 NWN Direct Testimony
Percent of Weighted |RORYvs.
Component Total Cost Average | Current
Long Term Debt 50.00% 4.271% 2.136%
Preferred Stock 0.00% 0.000% -0.079%
Common Stock 50.00% 9.50% 4.750% ' °
100.00% 6.886%
TABLE 4
Staff Proposed — UG 435 Staff Opening Testimony
Percent of Weighted | RORvs.
Component Total Cost Average | Current
Long Term Debt 50.0% 4.258% 2.129%
Preferred Stock 0.00% 0.000% .0.336%
Common Stock 50.0% 9.00% 4500% [T
100.00% 6.629%

Q. What range of reasonable ROE’s does Staff recommend, and within

that range what point ROE?
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Staff recommends a point ROE of 9.0 percent within a range of reasonable
ROE'’s of 8.6 percent to 9.2 percent derived from Staff’'s two separate Three-
Stage Discounted-Cash-Flow (DCF) models.
Did you perform a check on the results of Staff’s Three-Stage DCF
models?
Yes. Staff employed two simpler models to check the reasonableness of its
findings:
1. A Single-Stage DCF or Gordon Growth Model; and
2. A Capital Asset Pricing Model (CAPM).
What results did these models generate?
The Gordon Growth Model generated a mean ROE of 8.3 percent using Staff’s
peer gas utilities and 8.4 percent with the Company’s peer gas utilities.

The CAPM generated a mean ROE of 7.5 percent using Staff's peer gas
utilities and 7.5 percent as well with the Company’s peer gas utilities.

Based on these checks, Staff finds that the point estimate for ROE in
Staff’'s range of reasonable ROE’s generated by its two separate Three-Stage
DCF models should not be the top end of that range, but rather a lower point

reflective of the above checks on reasonableness.

ROE
Does your recommended ROE meet appropriate standards?
Yes. The 9.0 percent ROE Staff recommends is appropriate for overall rates
that are reflective of forward looking conditions in conjunction with Staff’s

adjustments and meets the Hope and Bluefield standards, as well as the
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requirements of Oregon Revised Statute (ORS) 756.040.6 Staff
recommendations are consistent with establishing “fair and reasonable rates”
that are both “commensurate with the return on investments in other
enterprises having corresponding risks” and “sufficient to ensure confidence in
the financial integrity of the utility, allowing the utility to maintain its credit and

attract capital.””

. What is the primary contributing modeling that supports Staff’s

recommended 9.0 percent point ROE?
Staff's two different Three-Stage DCF models are the primary foundation for
Staff’'s recommended point ROE. The Commission has traditionally relied

upon the Three-Stage DCF model results for primary focus.

. Did you perform indicator modeling as a general check on this

recommendation?
Yes. Staff performed a Gordon Growth model and a CAPM as checks on its

two larger models.

PEER SCREEN

. How did you select comparable companies (peers) to estimate NW

Natural’s ROE?
Staff used companies that met the following criteria as peer utilities to the

regulated gas utility activities of NW Natural:

See Federal Power Commission v. Hope Natural Gas Co., 320 U.S. 591 (1944) and Bluefield
Water Works & Improvement Co. v. Public Service Commission of West Virginia, 262 U.S. 679
(1923).

See ORS 756.040(1)(a) and (b).
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1. Covered by Value Line (VL) as a gas ultility;

Forecasted by VL to have positive dividend growth;

w

LT Issuer Credit Rating equal to or better than BBB- from S&P, or
Baa3 from Moody’s;

No decline in annual dividend in last four years based on VL;

Has heavily regulated natural gas LDC revenue;

Has LT Debt under 56 percent in VL Capital Structure; and,

N o o k&

Has no recent merger and acquisition activity.

. NW Natural also looked at water investor owned utilities (I0U) followed

by Value Line in addition to natural gas utilities. Did Staff also look at
water utilities?®

Not in this testimony, as there were a sufficient number of natural gas peer
companies. Staff looks at water IOUs as a sensitivity for tracking, but not for
decision making at this time. Staff’s only sensitivities in its modeling for its
Opening Testimony on Cost of Capital is the use of Staff's models with NW
Natural’s peer gas utilities. Staff’'s peer group size is statistically sound and
most representative of NW Natural, which is primarily a Natural Gas distribution

company.

. What peer groups of gas utilities did Staff and Company ROE modeling

primarily depend on, and were there similarities?

See NW Natural/303, Villadsen and Figueroa/23, Schedule No. BVJF 6.6.
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TABLE 5°
1 2 3 4 6 7
Screen: 1 80% Mid Cap
Natural Gas Sensitivities: 2
NWN UG 435 VL Cap
Gas Group Small
Abbreviated UG 435 UG 435 NYSE Mid
# Utility Company Staff Ticker Large
1| Atmos Yes Yes ATO L
2 | Chesapeake Yes Yes CPK M
3 | New Jersey Yes No NJR M
4 | NiSource Yes No NI L
5 | NW Natural Yes Yes NWN M
6 | ONE Gas Yes No OGS M
7 | South Jersey Yes No SJI M
8 | Southwest Gas Yes Yes SWX M
9 | Spire Yes Yes SR M
G0 ua No

A comparison of the peer groups used by Staff and NW Natural are set
forth in Table 5. Staff excluded four of the companies used by NW Natural
based on its screening criteria described above. Otherwise, NW Natural and
Staff included five of the same companies and both declined to use UGI
Corporation with its heavy reliance on propane distribution and WGL Holdings,
Inc.

Q. Does Staff exclude some potential peer utilities because of material
pending mergers or acquisitions?

A. Yes. Staff excludes South Jersey Industries because the utility is involved in a
proposed $8.1 billion buyout of South Jersey Industries by Infrastructure

Investments Fund. Staff includes, but continues to monitor, SW Gas, for which

9 See Exhibit Staff 102, Muldoon/2 for the full peer screening table.

NWN UG 435 Staff OT Exhibit 100 Muldoon



10

11

12

13

14

15

16

17

Docket No: UG 435 Staff/100

Muldoon/22

Carl Icahn proposes a hostile takeover. Staff discounts Mr. Icahn’s success in

taking over because of utility management and regulatory opposition.°

. What are the results of your multistage DCF models?

See Table 6 below for the results from Staff’s three stage DCF modeling.

TABLE 6 — RESULTS OF STAFF’S 3-STAGE DCF MODELING"!

Common Stock Flotation Costs Adjustment Shifts Range of Reasonable ROE's Upward by : 12.5 bps
Range of Modeled Results 8.55% to 9.13% ROE
Best Fit Range of Reasonable ROEs 8.6% to 9.2% ROE

(Best fit is Staff's Hamada adjusted screened gas utilities that have most similar characteristics to NWN regulated gas operations in Oregon)

Staff Point ROE Recommendation:  9.0% ROE
CAPM and Gordon-Growth Single-Stage-DCF are both downward pointing indicators.

Supporting Exhibit Staff/104 Muldoon/1 shows step-by-step how Staff’s
Hamada adjusted three-stage DCF modeling results, using Staff peers and
growth rates, generates a higher recommended ROE than using NW Natural’'s

peer gas utility group.

. Are there other key drivers that cause the Company’s modeling to

generate different results than utilizing Staff’s modeling?

NW Natural is averaging in results from unreliable and unproven models like
Empirical CAPM or ECAPM. In addition, the Company is also running
sensitivities relying on hyper-optimistic inputs (without labeling these as
extreme and unlikely to occur) and then giving results using extreme inputs
equal weighting to outcomes using rational inputs. These practices heavily

skew aggregated modeling results upward.

See Exhibit Staff/108, Muldoon/3 and /28 for M&S news regarding Southwest Gas and South
Jersey respectively.
See Exhibit Staff/104, Muldoon/1 for the results of Staff three-stage DCF modeling.
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Q. Please provide an example of an extreme input that NW Natural has not
labeled as such.

A. NW Natural, shown in NW Natural/300 Villadsen-Figueroa/67, relies variously
on a Long-Term Market Risk Premium of 7.25 percent and 8.61 percent. This
is important in models like CAPM and Gordon Growth Models (single stage
DCF) because doubling one input assumption skews results tremendously. By
adding a numerical brick to the scale, one can push results higher. Naturally
one would not want to use NWN inputs on their own investing or managing
money they were responsible for, as shown in Example 1 below.

Example 1 — NOT a Staff Recommendation:

1.86% Risk Free Rate as St. Louis FRED (FRED) Mar. 7, 2022 effective 10 Yr US Treasury (UST) Yield

2.24% Risk Free Rate as FRED Mar. 7, 2022 effective 30 Yr UST Yield

4.50% Ibbotson Market Risk Premium (MRP) (Since 1980 — My Adult Lifetime)

6.00% Morningstar in Stocks, Bonds, Bills and Inflation 2015 Classic Yearbook (Very Long Run since 1926)

RAVA = R#Beta*MRP
8.61% NW Natural's Market Risk Premium
Note that NW Natural does not identify its “extreme” market risk premiums as such.

Extreme NW Natural MRP
Skews Results Upward
30-Yr Forward UST
CAPM
w VL Abbreviated
Beta Utility #
9.13% Atmos 1
9.13% Chesapeake 2
10.85% New Jersey 3
9.56% NiSource 4
9.13% NW Natural 5
9.13% ONE Gas 6
10.85% South Jersey |7
10.42% Southwest Gas | 8
9.56% Spire 9] This generates a mean of 9.75 percent.

Normally, Staff does not call out odd methods like that used by NW
Natural in the Company’s testimony. Staff does so in this case however,
because inputs are not labeled as outlier values and because results using

extreme inputs are given equal weighting with more reasoned inputs. Staff
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provides the above example of how NW Natural’s approaches more heavily
weight unlikely modeling results to values far above prevailing natural gas

utility authorized ROEs in the greater Northwest.

. Once models not used for calculating ROE but for sensitivity analysis

and extreme inputs are eliminated, are there still differences in Staff
model outcomes vs. the Company’s?
Yes. First, supporting Exhibit Staff/102 captures Value Line’s historical and
projected dividends as well as Earnings per Share (EPS). NW Natural has a
much smaller rate of dividend growth projected than that of either Staff's or the
Company’s peer utilities. That makes sense in that NW Natural may see that it
can put free cash flow to the firm to better use by growing the HoldCo such as
through acquiring more water utilities and investing in RNG and H
opportunities. This may reflect sound management decision making, and one
should note that NW Natural’s dividend growth rate is positive and is one of
only three companies listed on the New York Stock Exchange (NYSE) that can
claim 66 consecutive years of growing dividends. Staff is not second-guessing
the Company.'?

However, the effect on both single-stage and three-stage DCF modeling
results is less pronounced the bigger the peer utility group. Though a smaller
and tighter group most similar to the utility studied is preferable, one can see in

Exhibit NW Natural/303 Villadsen and Figueroa/23 that the Company is using

See NW Natural’'s March 2022 Investor Presentation on its website under “investors” for an
overview of the Company’s business opportunities, and in particular page 47 for its statement
regarding its 66 years of dividend growth.
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17 utilities as its peer group in that instance. That substantially masks the

slower than typical NW Natural dividend growth rate.

. What is the second primary factor for Staff vs. Company modeling

differences?

Second, NW Natural supporting Exhibit Staff/102 captures Value Line’s
historical and projected dividends as well as Earnings per Share (EPS). NW
Natural has a relatively low rate of EPS growth compared to certain utilities like
South Jersey. When Staff excludes South Jersey due to its merger and

acquisition (M&S) activity, this removes a utility with a high EPS growth.'3

. What is a third factor causing modeling results differences?

A third driver is that NW Natural selected peer utilities that have much different
capital structure trends than NW Natural. That causes Staff’s peer group to
perform better when Hamada adjusted to benefit from capital structure
differences than the Company’s peers, particularly in conjunction with EPS
impacts. Itis important to note that results for disparate capital structures
when un-levered move up or down to re-lever at the target NW Natural capital

structure.

. NW Natural/300 Villadsen-Figueroa/6 at line 7, relying on Figure 1,

indicates the Company finds a reasonable range of ROEs from 9.5 to
10.5 percent, with a point recommendation of 9.5 ROE at the low end of

this range. Why is that not a reasonable recommendation?

See Exhibit Staff/102, Muldoon/3 for EPS growth rates.
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If one eliminates ECAPM as unreliable, selects only peer gas utilities most like
NW Natural using Staff’'s standard screening methods, and eliminates the
Company’s Risk Premium Modeling, one arrives at Staff's recommendations.'
Finally it is important to remember that this exercise is trying to find a best point
ROE in a range of reasonable ROEs for the Commission jurisdictional LDC,
Northwest Natural Gas Company, not for NW Natural Holding Company.

GROWTH RATES USED IN THIRD STAGE OF DCF MODELS"516

What long-term growth rates did you use in Staff’s two three-stage
DCF models?17:18

Staff used three different long-term growth rates, with different methods
employed in developing each.

The first method uses the U.S. Congressional Budget Office’s (CBO)

4.0 percent nominal 20-year GDP growth rate estimate.

Staff's second Composite Growth Rate applies a 50 percent weight to the
average annual growth rate resulting from estimates of long-term GDP by the
U.S. Energy Information Administration (EIA), the U.S. Social Security
Administration, PricewaterhouseCoopers estimate for long-run (10- to

30-years from now), and the CBO, with each receiving one-quarter of that

Exhibits Staff/102, 103, 104, and 105 show how Staff's recommendations are generated.
See Exhibit Staff/106, Muldoon1 for BEA historical GDP growth rates.
See Exhibit Staff/107, Muldoon1 for TIPS implied long-run inflation rates.

Methods used here related to GDP-based growth rates are similar, if not identical to methods
Staff has used in past proceedings. See, as an example, Staff’s discussion of these methods
and, to a limited extent, their conceptual underpinnings in Docket No. UE 233, Exhibit Staff/800,
Storm/46 — 52. Growth rates relied upon by Staff are also shown in Exhibit Staff/104,
Muldoon/1

See three-stage DCF models X and Y in Exhibit Staff/103.
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50 percent weight.' The remaining 50 percent is the average annual historical
real GDP growth rate, established using regression analysis, for the period
1980 through 2021 to which we apply a TIPS implied inflation forecast.

Staff's third “Near Historical” Stage 3 annual growth rate, is the earlier
described U.S. Bureau of Economic Analysis (BEA) derived projection which
presumes the future will look much like the past. Table 7 below captures LT
GDP growth rates Staff used.

TABLE 7
GROWTH RATES STAFF RELIED UPON

Stage 3 — Long-Term Annual Dividend and EPS Growth Rates
Real TIPS 20-Yr . Weighted
Component Inflation Nominal Weight
Rate Rate
Forecast Rate
Energy Information Administration 2.10% 2.23% 4.38% 12.50% 0.55%
PricewaterhouseCooper 2.40% 2.23% 4.68% 12.50% 0.59%
Social Security Administration 2.00% 2.23% 4.27% 12.50% 0.53%
Congressional Budget Office 1.60% 2.23% 3.87% 12.50% 0.48%
BEA Nominal Historical,1980 Q1 — 2021 Q4 2.66% 2.23% 4.95% 50.0% 2.47%
Composite 100% 4.62%
|
Congressional Budget Office o o o
Lonﬂ-Term 20-Year Budget Outlook 4.00% 100.0% Gl
BEA Nominal Historical, 1980 Q1 — 2021 Q4 2.66% 2.23% 4.95% 100.0% 4.95%

Q. Did your analysis reflect a synthetic forward curve?
A. Yes, Staff utilized synthetic forward curve using UST Treasury Inflation

Protected Securities (TIPS) break-even points. This reflects implied market-

9 The EIA is the Energy Information Administration within the U.S. Department of Energy (DOE),
OMB is the Office of Management and Budget, and CBO is the Congressional Budget Office.
EIA and OMB’s estimates are of nominal GDP. We applied to CBO’s estimate of real GDP as
an inflation rate for the relevant timeframe developed using the Treasury Inflation-Protected
Securities method described by Staff in testimony in multiple recent general rate case
proceedings.
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based inflationary expectations. Staff's recommendations are consistent with
market activity indicating investor expectations of future inflation.

Staff assumes for purposes of its three-stage DCF modeling that LDC
utility growth is bounded by the growth of the U.S. economy, and more
specifically impacted by challenges regarding U.S. population and productivity
in the long-run (20-year) modeling period.

Assume one presumed that future U.S. GDP growth would look like the
growth experienced in the past 30 years. Would a ROE based on that
assumption still fall within Staff’s recommended range?

Yes, Staff extracted and ran regression on data from the U.S. Bureau of
Economic Analysis (BEA) to generate the annual real historical GDP growth
rate. Staff recommended range of ROEs includes values that presume GDP
growth over the next 30 years would look like that of the past 30 years
informed by other federal projections.

How do your methods employed in this case differ from those utilized
by Staff in recent general rate cases?

Staff’'s methods and modeling parallel those employed by Staff in recent
general rate cases, with the exception that we have at times spent more time in
prior cases working with water utilities as a sensitivity in addition to the primary
analysis. Staff continues to look primarily to referent federal sources for long-
term GDP growth rates which weight long-run population, workforce

participation, and productivity higher than current financial market events and
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global events with shorter if not transitory effects. Nevertheless, Staff monitors

current financial news and this testimony is informed by such.?°

. Describe the two three-stage DCF models on which you primarily rely.

Staff's first model is a conventional three-stage discounted dividend model,
which Staff denotes as a “30-year Three-stage Discounted Dividend Model with
Terminal Valuation based on Growing Perpetuity” (referred to as “Model X”).
This model captures the thinking of a money manager at a pension fund or
insurance company, or other institutional investor, who expects to keep the
Company’s stock indefinitely and use the dividend cash flow to meet future
obligations.

Staff's second model is the “30-year Three-stage Discounted Dividend
Model with Terminal Valuation Based on P/E Ratio” (referred to as “Model Y”).
This model best fits the investor who has a goal they are working toward. In
addition to the income stream from dividends, this investor intends to sell the
stock as the goal is reached.

Both models require, for each proxy company analyzed by Staff, a
“current” market price per share of common stock, estimates of dividends per
share to be received over the next five years calculated from information
provided by Value Line, and a long-term growth rate applicable to dividends
10- to 30-years out. On this last point, Staff always recommends the

Commission be particularly vigilant for any substitution of a short-term growth

See Exhibit Staff/108, Muldoon/23, /30, /43, /45, and /50 for news that investors in natural gas
utilities are seeing.
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rate for a long-term 20- to 30-year growth rate. Some growth rates labeled
‘long” may be supported by information looking at the next ten years or less
into the future.

For a smooth transition, Staff steps the rate of dividend growth between

the near-term (the next five years) and that of long-run expectations.

. How does Model X calculate the terminal value of dividends as a

perpetual cash flow into the future?

Model X includes a terminal value calculation, in which Staff assumes
dividends per share grow indefinitely at the rate of growth in Stage 3 (“growing
perpetuity”). In contrast, Model Y terminates in a sale of stock where the price

is determined by our escalated price/earnings (P/E) ratio.

. Why is thirty years the primary horizon for financial decision-making?

Investors focus on the 30-year U.S. Treasury (UST) Bond against alternate
investment opportunities. Thirty years is a generally accepted period for
economists to ascribe to one generation. It is a common length of time for
mortgages of plants, equipment, and homes. Many institutional holders of
utility securities match the cash flows from utility dividends to future obligations,
such as the payout of life insurance, preparing to meet future pension and
post-retirement obligations, and interest service for borrowing. Individuals plan
for the education of their children, ownership of their home, and provision for
their retirement on this same multi-decade timeframe.

Staff uses five years for Stage One, as that is the timeframe for which

Value Line estimates of future dividends are available. This is as far as Value
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Line projects near-future trends. Staff also uses five years for Stage Two as a
reasonable length of time for individual company’s dividend growth rates that

are materially different from the growth rate used in Stage Three (and common
to all companies) to converge to a LT dividend growth rate more representative

of all gas utilities.

. How do you address dividend timing??'

Each model uses two sets of calculations that differ in the assumed timing of
dividend receipt. One set of calculations is based on the standard assumption
that the investor receives dividends at the end of each period.

The second set of calculations assumes the investor receives dividends
at the beginning of each period. Each model averages the unadjusted ROE
values to generate an Internal Rate of Return (IRR) produced with each set of
calculations for each peer utility. This approach accounts for the time value of

money, closely replicating actual quarterly receipt of dividends by investors.

. What price do you use for each peer utility’s stock?

Staff used the average of closing prices for each utility from the first trading day
in January, February, and March 2022, to represent a reasonable snapshot of

utility stock prices.

. To recap, do you capture both the perspective of a buy and hold

investor and an investor who plans to sell in the future?

See Exhibit Staff/109 for Value Line (VL) information relied on in this testimony regarding
publicly-traded natural gas utilities
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Yes. Staff's recommended 9.0 percent point ROE is consistent with findings
modeling the perspectives of both types of investors through Staff’'s two

different three-stage DCF models.

. Does this approach capture a reasonable set of investor expectations

similar to Staff’s analysis in other recent general rate cases?

Yes. Staff modeling captures the expectations of investors who think that: A)
the non-partisan CBO is reliable, B) blended federal agency expert analysis
also informs the historical track record, and C) one should be optimistic about
the economy’s long-run growth, provided there are still enough non-retired

adult Americans to make it happen 20 years from now.

. Is it appropriate to use estimates of long-term GDP growth rates to

estimate future dividends for gas utilities?

Yes. In many of the Company’s prior rate cases, Staff has shared plots of U.S.
gas demand growth since 1950 on a three-year moving average. This
downward trending consumption curve allows GDP growth to be a

conservative proxy for both gas sales and dividend growth rates.

. Can relying on a long-term GDP growth rate overstate required ROE?

Yes. ltis possible that Staff modeling anticipates greater growth than may be
realized and so overstates required ROE to attract investors. Our highest

growth rate presumes return to near historical U.S. GDP growth rates.

. Is it important to distinguish between long-run 20- to 30-year rates and

rates over the next five years?
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Yes. Over-extrapolating a snapshot of short-term data undermines confidence
in modeling results. For example, Value Line, Blue Chip, and a variety of other
financial resources focus primarily on the next five years. The next five years

may be affected by recent events. Over the long run, people and productivity

are the key drivers of economic growth. This is of concern with declines in the

rate of growth of America’s population.??

. In Staff’s two different three-stage DCF models, Staff is looking for

growth rates for a period between 10 and 30 years in the future, or an
average of 20-years out. Why not just use a five- or ten-year
projection?

Staff could use a five- or ten-year projection, but there is better information
available. If a primary concern is whether enough Americans are both working
and highly productive to support a robustly growing economy 30 years from
now, 10-year data will not be the most useful. This is because 10-year data is
not yet impacted by retirement of persons born in 1960 or persons not
immigrating and not being born to U.S. families now. A better solution is to use
data that is projected with those difficulties in mind, i.e., 30-year data.

HAMADA EQUATION

. Your application of the Hamada Equation to un-lever peer utility capital

structures and to re-lever at NW Natural’s target capital structure

increases required ROE. Why is this adjustment reasonable?

See Exhibit Staff/108, Muldoon/1 and /20 for long-run concerns about U.S. and Oregon birth
rate declines respectively.
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Staff employs the Hamada Equation as a check on the reasonableness of its
modeling results. This allows Staff to better compare companies with different
capital structures driven by differing amounts of outstanding debt. As earlier
discussed, Staff applied screening criteria already identify peers that have a
very close capital structure to the Company. Use of the Hamada-adjusted
results helps ensure that Staff has captured all material risk in our analysis
because it captures additional risk associated with varying capital structure.
Within the confines of Staff’s testimony, one can see the steps to un-lever
and re-lever a peer company’s capital structure as the equivalent of removing
debt of peer companies with varying capital structures, and then adding
enough debt back to equal the Company’s balanced target capital structure in
this general rate case.
What accounts for differences in peer capital structures?
Each of the two models employs the Hamada equation?? to calculate an
adjustment for differences in capital structure between each peer utility and the
Staff-proposed capital structure for the Company. When few peer utilities are
available, the Hamada equation ensures Staff’s analysis addresses differences
in peer utility capital structures.

Why is it important to consider capital structure when modeling ROE?

23

Dr. Robert Hamada’s Equation as used in Staff/1304 separates the financial risk of a levered
firm, represented by its mix of common stock, preferred stock, and debt, from its fundamental
business risk. Staff corrects its ROE modeling for divergent amounts of debt, also referred to as
leverage, between the Company and its peers.
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A. Different amounts of debt financing along with different tax rates result in

disparate risk profiles among peer utilities used in roe modeling to
approximate the unknown appropriate roe for the utility examined. All else
equal, with more debt in a capital structure, investors require higher
expected equity returns to compensate for the increased risk. Debt has a
higher call on the company’s available cash, and so less cash is available
for equity holders. Staff uses the Hamada’s equation, named after Robert
Hamada, to separate the financial risk of a levered firm from its business
risk, and adjust the results of peer utilities to have results as though they
had the same capital structure as the utility for whom an appropriate roe is

sought.

. Did you use robust and proven analytical methodologies?

Yes. Staff's methods are robust, proven, and parallel Staff's work over the last
decade. The Commission for example expressly relies on the multi-stage DCF
to determine the range of ROEs, and relies on CAPM and risk premium models

to check result. This can be seen in Order No. 20-473 in Docket No. UE 374.

. Describe how you performed your analysis.

Using the cohort of proxy companies that met our screens, Staff ran each of
Staff’s two three-stage DCF models three times, each time using a different

long-term growth rate.

. Was your analysis consistent with a top supportable finding of

9.0 percent point ROE?

Yes.
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BALANCED APPROACH TO ROE

Q. Are your results robust given uncertainty around COVID-19, high
inflation, U.S. Federal Reserve (Fed) intent to raise interest rates, and a
major war in Eastern Europe further disrupting global supply chains?

A. Yes. The downward glide path for ROE in Figure 1 below, is not linear and
may fluctuate through these uncertainties, but long-run GDP growth rates are
mostly determined by the long future U.S. working age population and its
productivity.?*

FIGURE 1 - Downward Glide Path of Utility ROES?®

Average electric and gas authorized ROEs and number of rate cases decided
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Data compiled Jan. 26, 2022.
Source: Regulatory Research Associates, a group within S&P Global Market Intelligence

24 See Exhibit Staff/108, Muldoon/1, 20 for pertinent population growth rates.

25 Published by Regulatory Research Associates (RRA), an affiliate of S&P Global Market
Intelligence on Feb. 10, 2022.
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Q. What trend is Staff seeing?

A. Since 1990, according to Regulatory Research Associates (RRA), Gas and

10

11

12

13

14

15

16

17

18

19

20

Electric Utility authorized ROEs have declined as the 30-year US Treasury
(UST) has also declined. While the Fed now proposes to raise interest rates,
to date it has only increased short term rates by 25 basis points, leaving

Treasury yields still close to all-time lows.

. When will updated growth forecasts be available from referent federal

agencies?

Staff expects federal agencies to update long-run (20-year out and longer)
forecasts this summer. Staff will update its modeling in its next round of
testimony to incorporate updated information available then.

GORDON GROWTH MODEL - As Check on ROE Findings

. What is the Gordon Growth model?

The Gordon Growth model (or Single Stage DCF model), similarly to the
Three-Stage DCF model, is based on the principle that a company’s value is
equal to the net present value (NPV) of all its future cash flows and the
company’s current stock price. The Single-Stage DCF uses simpler
assumptions than other models however, with dividend payments
representing the only cash flow, and an assumption that growth will remain

constant in perpetuity.?8

26 See Docket No. UG 347, Staff/1300, Muldoon Watson/31 — 39, for further discussion of the
Single-Stage DCF model, and the Commission’s historical treatment of its results.
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Q. What are the positive aspects, and potential shortfalls of the DCF

model?

A. The most positive aspect of the Single-Stage model is its simplicity. An

analyst can use this model to calculate a rudimentary cost of equity
valuation without needing complex inputs or analysis, beyond selecting a
trusted source for the next quarter’s expected dividend. In fact, after some

algebraic simplification, the return can be expressed by:

Where R is estimated ROE, D, is the first dividend paid after stock
purchase, P, is the stock price, and g is the growth rate.

Caution and discretion must be used when sourcing inputs to the
model, for example, growth rates should be based on well vetted and
reliable sources, as opposed to sell-side marketing information used to
entice new investors. This is important to bear in mind when considering
the results of any Single-Stage model, as reliance on overly optimistic inputs
or use of outboard after-the-fact adjustments can have a large impact on the
model output.

The Single-Stage model is based on simple principles and serves as a
rough estimation of investor required ROE. It cannot incorporate known,
measurable, and material information about the future usually built into

Three-Stage DCF analysis. For this reason, Staff consistent with
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Commission precedent, has traditionally only relied on it as a sensitivity
check when rate making.
How does Staff determine the dividend flow and growth rate for the
single-stage DCF?
Much like Staff's Multi-Stage DCF, Staff sources its expected dividends from
Value Line. We calculate the average dividend growth rate by comparing
the expected dividend in 2026 by Value Line and actual dividend for each in
2020 for each company in the peer screen.
What inputs are used to build Staff’s single-stage DCF model?
Staff uses the same representative draw of stock prices to build its single-
stage DCF model as it uses in the three-stage DCF model. Current
dividends and anticipated dividend growth are sourced from Value Line.
What are the results of Staff’'s Gordon Growth model?
Using Staff’s peer utility screen, the average required ROE under Staff's
Gordon Growth model is 8.3 percent, with a minimum estimated peer ROE of
4.3 percent and a maximum estimated peer ROE of 9.6 percent. The average
required ROE varies minimally if the Company’s larger peer screen is used
instead. This implies that Staff's recommended ROE of 9.0 percent is more
reasonable than the Company’s recommendation of 9.5 percent. Table 8

summarizes the results of Staff's modelling.
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TABLE 8%
Staff's Representative Single Stage (Gordon Growth) Discounted Cash Flow (DCF) Model
Presumes the Peer Utility will pay its divident as a fixed multiple of growth into the future as it is now.
The results would be true only if the utility stock's dividends were to grow at a constant rate forever.

Value of Stock (Py) = D, / (k- g) Stock Price Now = Next Year's Dividend / (Required Stock Return - Growth in Dividends)
k=(Dy/Py+g Required Rate of Return on Utility Equity = ( Next Year's VL Dividend / Recent Stock Price ) - Perpetual Growth
This Model Implies: Best Point ROE may not be Top of 3-Stage DCF Modeling Value

1 2 3 4 = 3 7 8 9 11 12
=8+9
Recent | Current Next VL | Anticipated VL Investor
Screen Abbreviated UE 435 | UE 435 Stock Dividend Annual Dividend |Dividend | Required | Screen
# Utility NWN Staff | Ticker | $ Price Yield Dividend Yield Growth ROE #
1 Atmos Yes Yes ATO 107.07 2.5% 5 292 2.7% 6.9% 9.6% 1
zZ Chesapeake Yes Yes CPK 136.27 1.5% 3 2.16 1.6% 7.7% 9.3% 2
3 New Jersey Yes No NJR 41.17 3.5% $ 1.49 3.6% 4.9% 8.6% 3
4 NiSource Yes No NI 28.33 3.3% $ 0.98 3.5% 4.3% 7.7% 4
5 NW Natural Yes Yes NWN 4953 3.9% $ 1.94 3.9% 0.4% 4.3% 5
5] ONE Gas Yes No 0Gs 79.06 3.1% $ 264 3.3% 6.3% 9.7% 6
g South Jersey Yes No SJi 28.53 4.4% 5 1.28 4.5% 4.0% 8.5% T
8 Southwest Gas Yes Yes SWX 68.85 3.6% $ 2,60 3.8% 5.4% 9.2% 8
9 Spire Yes Yes SR 66.73 4.1% 5 2.86 4.3% 4.8% 9.1% 9
No. of Peers: 9 5 Mean
Suggests 5taff's Point ROE of 9.0 is reasonable in 3-5tage DCF Modeling Company Screen 8.4% ROE
Staff Screen 8.3% ROE
Staff Lowest 4.3%
Staff Highest 9.6%

CAPM - As Check on ROE Findings

Q. What is the Capital Asset Pricing Model (CAPM)?

A. The CAPM assumes that a stock’s return on equity is a function of a risk-free
return and a risk premium and that the risk premium should be augmented by a
company’s level of risk relative to the market, which is captured by Beta or 3.
All told, CAPM takes the form:

Required Return =1y + B(ry, — 1)
Where 7y is the risk-free rate and r, is the market return. Generally, the risk-
free rate is assumed to be the rate of return on bonds. Taking cues from long-
standing financial modelling, Staff calculates its CAPM using the yield on 30-
year and 10-year US Treasury bonds as stand-ins the risk-free rate.

Q. Are there any reasons the Commission should be wary of CAPM?

27 See Exhibit Staff/105, Muldoon/4 for Staff's full Gordon Growth Model.
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Yes. CAPM only relies on a few inputs. In this case, there are three inputs:
the risk-free rate, the market return, and the choice of Beta. Although it is
generally agreed that the rate of return on US Treasury bond is the proper
choice for the risk-free rate, there is much discussion about what maturity
should be used for Beta and the market return.

There are a variety of sources to find or calculate both Beta and the
market return. Because there are so many sources for two inputs into this
simple model, an uninformed or malicious investigator could use
unrepresentative values to motivate abnormal required returns. It is therefore
of the utmost importance to be thoughtful and consistent in choosing CAPM
parameters. In Commission activities, we have standardized on Value Line
(VL) Betas that are broadly used to give apples-to-apples modeling output
comparisons. Staff has used CAPM for validation rather than rate setting in
past cases.

Where does one find information on companies’ Beta estimates?
Estimates of Beta can be found from many sources including Bloomberg,
Yahoo Finance, and VL. Traditionally, the Commission has relied on Value
Line’s Beta estimates to conduct analysis to maintain consistency in regulation
between rate cases. The perils of switching between Beta estimates, known
as “Beta shopping,” will be addressed later in this testimony.

Where does one find information on market returns?

Market returns can also be found or calculated from a variety of places. Two

common sources for market returns are historical returns on stock market
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indices and projections for future growth. One must be careful in selecting a
market return due to the volatile nature of the stock market.

What issues can arise from an improper market return selection?

For any company with a positive Beta, a higher market return translates directly
into a higher required return according to the CAPM formula. The average VL
Beta for Staff's peer screen was .85 while the average VL beta for the
Company’s peer screen was .88.

It is common to see market return estimates vary by as much as 400
basis points. This means that by only substituting in a different estimate for
market returns, a required return estimate can vary by over 300 basis points for
a typical regulated utility.

How does Staff recommend that market returns be calculated?

Staff recommends that market returns be calculated based off the historic long-
run growth rates of stocks and an up-to-date measure of the risk-free rate. By
using historical averages, a modeler does not run the risk of a large shock in
one period unnecessarily augmenting estimated returns, much like the large
negative shock caused by the COVID-19 pandemic, the roaring economic
recovery post-pandemic, or the ongoing conflict in Ukraine.

As has been done in past rate cases, Staff uses the market risk premium
calculated by Ibbotson and the implied market risk premium from Morningstar’s
Stocks, Bonds, Bills and Inflation 2015 Classic Yearbook, which measures
average returns since 1926. These two sources imply that the risk premium

would be 4.5 percent and 6.0 percent, respectively. At the time of
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measurement on March 7, 2022, the 10-year and 30-year yields on US
Treasury bonds were 1.86 percent and 2.24 percent, respectively. This
creates four distinct methods to estimate ROE using a CAPM and a

representative set of peers.

. What recommendations do you have for the maximum authorized ROE

according to CAPM?

As stated previously, Staff only uses CAPM for validation rather than rate
setting due to its historic unreliability. Within Staff's peer utility screen, the
estimated ROEs from Staff's CAPM under the sets of assumptions listed above
vary from a high of 7.94 percent to a low of 5.46 percent. Using the
Company’s peer screen, the maximum estimated ROE observed is 8.24
percent.

Of the four methods to estimate CAPM outlined above, the mean ROE of
the five companies contained in Staff’'s peer screen ranges from 5.76 percent
and 7.52 percent.

All of this points to Staff's recommended ROE of 9.0 percent being more
reasonable than the Company’s recommended ROE of 9.5 percent. These

findings are summarized in the Table 9 below:
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TABLE 928

Staff's Representative CAPM Modeling Results

1.86% Risk Free Rate as St. Louis FRED (FRED) Mar. 7, 2022 effective 10 Yr US Treasury (UST) Yield
2.24% Risk Free Rate as FRED Mar. 7, 2022 effective 30 Yr UST Yield
4.50% Ibbotson Market Risk Premium (Since 1980 — My Adult Lifetime)
6.00% Morningstar in Stocks, Bonds, Bills and Inflation 2015 Classic Yearbook (Very Long Run since 1926)
Rava = RrtBeta*MRP
Morningstar Very Long
Historical Perspective
10-Yr Forward UST 30-Yr Forward UST
VL CAPM CAPM
Abbreviated UG 435 UG 435 2/25/2022 w VL w VL
# Utility Company Staff Ticker Beta Beta Beta
1| Atmos Yes Yes ATO 0.80 6.66% 7.04%
2 | Chesapeake Yes Yes CPK 0.80 6.66% 7.04%
3 | New Jersey Yes No NJR 1.00 7.86% 8.24%
4 | NiSource Yes No NI 0.85 6.96% 7.34%
5| NW Natural Yes Yes NWN 0.80 6.66% 7.04%
6 | ONE Gas Yes No OGS 0.80 6.66% 7.04%
7 | South Jersey Yes No SJI 1.00 7.86% 8.24%
8 | Southwest Gas Yes Yes SWX 0.95 7.56% 7.94%
9 | Spire Yes Yes SR 0.85 6.96% 7.34%
TOTAL PEERS 9 5 Mean 7.14% 7.52% Staff Gas Screen
80% Mid Cap 7.09% 7.47% Company Peer Screen
7.06% 7.44% Company Peer Screen - w/o M&A
CONCLUSION REGARDING ROE

Q. What is Staff’s recommendation regarding ROE?

A. Staff recommends that the Commission adopt a point ROE of 9.00 percent
consistent with the findings herein.

Q. What Rate of Return (ROR) is generated by the Staff’s aggregated Cost
of Capital recommendations on Capital Structure, ROE and Cost of LT
Debt?

A. Staff’'s calculations generate a 6.629 percent Overall Rate of Return. Though
65 bps lower than the Company last authorized ROR, this is a fair and
reasonable recommendation to the Commission.

28

See Exhibit Staff/105, Muldoon/3 for Staff’s full CAPM model.
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6. RENEWABLE NATURAL GAS (RNG) AND HYDROGEN

Q. Does your testimony address the Lexington RNG project and RNG and
hydrogen cost recovery mechanisms?

A. Yes. However, this testimony is restricted to Highly Confidential (HCONF)
Exhibit Staff/1700 because NW Natural’'s testimony and responses to data
requests on this topic and more specifically the Lexington RNG project cost
recovery mechanism are almost entirely designated HCONF by the
Company.

Q. Does that conclude your testimony?

A. Yes.
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WITNESS QUALIFICATION STATEMENT

NAME: Matthew (Matt) J. Muldoon
EMPLOYER: PUBLIC UTIILTY COMMISSION OF OREGON
TITLE: Manager, Economic Analysis,

Rates Finance and Audit (RFA) Division
ADDRESS: 201 High Street SE, Suite 100, Salem, OR 97301

EDUCATION: In 1981, | received a Bachelor of Arts Degree in Political
Science from the University of Chicago. In 2007, | received a
Masters of Business Administration from Portland State
University with a certificate in Finance.

EXPERIENCE: From April of 2008 to the present, | have been employed by
the OPUC. My current responsibilities include financial
analysis with an emphasis on Cost of Capital (CoC). | have
worked on CoC in the following general rate case dockets:
AVA UG 186; UG 201, UG 246, UG 284, UG 288, UG 325,
UG 366, UG 389, and current UG 433; CNG UG 287,

UG 305, UG 347, and UG 390; NWN UG 221, UG 344,
UG 388, and current UG 435; PAC UE 246, UE 263,

UG 374, and current UE 399; and PGE UE 262, UE 283,
UE 294, UE 319, UE 335, and current UE 394.

From 2002 to 2008, | was Executive Director of the
Acceleration Transportation Rate Bureau, Inc. where |
developed new rate structures for surface transportation and
created metrics to insure program success within regulated
processes.

| was the Vice President of Operations for Willamette Traffic
Bureau, Inc. from 1993 to 2002. There | managed tariff rate
compilation and analysis. | also developed new information
systems and did sensitivity analysis for rate modeling.

OTHER: | have prepared, and defended formal testimony in contested
hearings before the OPUC, ICC, STB, WUTC and ODOT. |
have also prepared OPUC Staff testimony in BPA rate cases.

Abbreviations: AVA — Avista Corp., CNG — Cascade Natural Gas Company, IPC — Idaho Power Company,
NWN — Northwest Natural Gas Company, PAC — PacifiCorp, PGE — Portland General Electric Company
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News Articles Cited

Deaths Outpace Births in Most Counties

as U.S. Growth Slowed in 2020

by Frederick Kunkle — Washington Post — Mar. 24, 2022
https://www.washingtonpost.com/dc-md-va/2022/03/24/census-population-counties-cities-covid/

Almost three-fourths of all U.S. counties reported more deaths than births last
year, a development largely caused by the pandemic, which contributed to a dramatic
slowing in the overall population growth of the nation, according to data released
Thursday by the Census Bureau.

Low fertility rates, which have persisted since the end of the Great Recession,
and the continuing demographic shift toward an older population also combined to
create the smallest population increase in 100 years, said Kenneth Johnson, a
sociology professor and demographer at the University of New Hampshire.

Johnson said he expected the data to show a natural decrease but was surprised
at its scale. Natural decrease occurs when a population records more deaths than
births. “I think one of the most important findings is the fact that almost 2,300 counties
had more deaths than births in them. That's unheard of in American history,” he
said.

He said the impact of the coronavirus, along with other trends that limited
population growth, had created a “perfect storm,” and that one would have to go back
at least to the 1918 flu pandemic to find anything like it.

The data also offered statistical backing to widespread anecdotal evidence
suggesting that millions of Americans moved out of the largest cities in the nation,
including the District, during the pandemic.

Whether for safety from infectious disease or convenience during shutdowns,
millions of residents traded cities for suburbs or larger suburbs for smaller ones. Many
migrated farther into rural counties or resettled to second homes in vacation areas, such
as the Catskill Mountains or the Delmarva Peninsula.

The two largest cities in the nation, Los Angeles and New York, suffered the
sharpest losses as a result of internal migration. Los Angeles County lost over
179,750 people in net domestic migration, while New York County lost over 113,640.

California, Oregon and Mississippi had the most counties negatively affected by
international migration losses, while Alaska, Louisiana and lllinois had the most counties
affected by losses caused by domestic migration within the United States.

Of course, the outflows from some states meant gains in others. Maricopa County
in Arizona, which includes Phoenix, received the most people, with more than 46,860
flowing in, from other areas of the United States.
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“I'm very surprised by this because | didn’t think it was going to be as dramatic, the
domestic migration piece of it,” said William Frey, a senior fellow at the Brookings
Institution, who analyzed the data and its impact on the Washington region. “It may be
a blip, and | think it is, but it's certainly noteworthy. I think that’s the bigger demographic
pattern here.”

Census finds Black population grows in suburbs and shrinks in cities

Frey said that although outward domestic migration from these and other major
cities had been underway for many years, its effect had been masked by increases in
foreign immigrants, but those numbers also slowed during the pandemic.

The data released Thursday covered roughly 3,140 counties, more than 380
metropolitan statistical areas and over 540 smaller locales known as micropolitan
statistical areas. The period covered by the data, July 2020 to July 2021, also coincided
with some of the peak rates of the spread of the coronavirus, as reflected in reported
cases.

In that time, nearly 75 percent of all U.S. counties experienced a natural population
decrease, compared with 55 percent of all counties in 2020 and 45 percent in 2019, the
Census Bureau found. In Maine, Delaware, Rhode Island and New Hampshire, the
natural population decrease occurred in every county.

The District recorded a loss of 20,040 people, driven mostly by domestic migration,
while the Washington metropolitan area lost more than 29,000 people, Frey said.
Montgomery County experienced a loss of more than 6,410 people, Prince George’s
County reported a decline of nearly 10,300, and Fairfax County’s population declined by
over 8,750. Prince William County added more than 1,730 people, Frey found.

He also noted the huge turnaround in immigration, tracing a peak influx of more
than 47,000 reported in July 2015 to only 12,600 last year.

More on the census:

¢ In the latest release, data showed that the number of White people in the United
States fell for the first time since 1790. The White population also decreased in
D.C.

e Population growth across the United States was also at the second-slowest pace in
history, and the “places to be” have also shifted. Meanwhile, America’s developed
areas are growing.

e Historically, the census has never been delayed. But there have been past fears of
an inaccurate count, and results have been used to target minorities.
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Carl Icahn Calls Southwest Gas Business Split a ‘Desperate Measure’
by Tom DiChristopher — S&P Global Market Intelligence — Mar. 7, 2022

Activist investor Carl Icahn accused Southwest Gas Holdings Inc. of seeking to
spoil his bid to take control of the gas utility operator by announcing a business split.

Southwest Gas on March 1 announced it would separate its Centuri Group Inc.
energy infrastructure services segment from its core business in gas distribution,
transmission and storage. The company has not yet decided how it will structure the
separation and expected to update investors in 45 to 60 days.

Icahn blasted Southwest Gas leadership in a March 7 letter to stockholders.
Southwest Gas President and CEO John Hester "doesn't quite explain what he is doing"
and appears to claim that the split will "cure all past ills caused by his leadership," Icahn
said.

"But be not fooled: the vague promise to separate Centuri is not necessarily a step
in the right direction nor is it something he ever wanted to do," Icahn wrote. "It is simply
a desperate measure to somehow block our tender offer."

Maneuvering and messaging

Icahn warned Southwest Gas stockholders n an October 2021 letter that Hester
would continue to dangle the prospect of splitting off Centuri for months, quarters or
even years.

In that same letter, Icahn advocated for a business split. He called on Southwest
Gas to use the proceeds from any spinoff, sale or IPO of Centuri to improve its balance
sheet and fund future business growth.

Southwest Gas executives on March 2 said the Centuri split would "meaningfully
reduce future equity financing needs," including funding its nearly $2 billion purchase
of Dominion Energy Questar Pipeline LLC.

In a March 7 response to Icahn's latest letter, Southwest Gas reiterated the
business case for the separation. The company said it expects Centuri to fetch a
premium valuation and expects the separation to be complete in nine to 12 months.
Southwest Gas also said it is confident that it can "obtain permanent financing on
attractive terms" and lower its future borrowing costs as a purely regulated gas
infrastructure operator.

Equity financing at issue

Icahn opposed the Questar acquisition, but he has offered to finance the purchase,
allowing Southwest Gas to avoid raising $900 million to $1 billion in strategically timed
equity issuances. In his March 7 letter, lcahn questioned whether the equity raise was
off the table and criticized Southwest Gas for taking several months to respond to his
unconditional financing offer.
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Southwest Gas said in a Feb. 28 filing that Icahn declined to share terms of his
proposed financing when reached by the company's financial adviser on Feb. 21.
According to Southwest Gas, Icahn said his priority is to purchase the company for
$75 per share. Icahn stated he would provide the financing only if his tender offer
closed first or if Southwest Gas agreed to move forward with the tender offer but it did
not close, the company said.

Icahn wrote an open letter to Southwest Gas shareholders on March 1, calling the
company's account of the conversation "a highly inaccurate and intentionally misleading
summary." Icahn reiterated that he would beat any superior financing offer. He said his
offer to finance the Questar purchase "has absolutely nothing to do with" his proxy
contest and tender offer, nor is it contingent upon his associates securing any
governance provisions or board seats.

"Five months ago, we offered publicly to purchase $1 billion of common
equity from [Southwest Gas] at $75 per share in cash to finance the Questar
acquisition," Icahn said. "That offer still remains outstanding today."

CEO Pay Increases, Heads for a New Record
by Theo Francis — WSJ — Apr. 4, 2022

Pay increases for U.S. chief executives have gained steam, putting
compensation on pace to set a record amid a tight labor market that is also driving pay
higher for many of their workers.

Median pay rose to $14.2 million last year for the leaders of S&P 500
companies, up from a record $13.4 million for the same companies a year earlier,
according to a Wall Street Journal analysis of pay data for more than half the index from
MyLoglQ LLC.

Most CEOs received a pay increase of 11% or more, and pay rose by at least
25% for nearly one-third of them. Pay fell for about a quarter of the CEOs, including
Paycom Soft-ware Inc.’s Chad Richison, last year’s highest-paid S&P 500 leader,
whose pay fell to about $3 million from $211 million.

In 2020, while CEO pay rose overall, nearly one-third of these executives had
their total compensation decline from a year earlier, and many forfeited some pay
during the pandemic.

Pay last year for rank-and-file employees rose, too, but more slowly, as measured
by the compensation figures the companies report for their median employee. Half the
companies said pay for their median worker increased by 3.1% or less in 2021, and at
one-third of companies, median employee pay declined year over year — broadly similar
to pre-pandemic rates of change.
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CEOs at about half the companies were paid at least 186 times what their
median worker made in 2021, according to the Journal analysis. That is up from 166
times in the year before the pandemic and 156 times in 2018.

The Securities and Exchange Commission requires companies to disclose how
much their typical worker makes and how it compares with their CEO’s compensation.
The disclosure was mandated by the 2010 Dodd-Frank Act in the wake of the financial
crisis.

At some large companies, board compensation committees have expanded their
scope beyond executive pay to that of the workforce generally, said Caitlin McSherry,
director of investment stewardship at Neuberger Berman, which manages more than
$460 billion. At the same time, investors have few tools to understand how companies
pay workers.

“It all comes back to thinking about the workforce in totality,” Ms. McSherry said.
“There aren’t too many disclosures out there that provide insight into workforce pay.”

Companies said the pay ratio offers little meaningful insight in part because
businesses have a range of operational structures. Outsourcing low-wage work, for
instance, can lift employee median pay and make a company’s ratio lower. In
addition, the SEC disclosure rule gives companies wide leeway in identifying median
workers, making comparisons among companies more difficult. Executive pay also
can be highly variable, with some companies making multiyear grants, leading to
periodic surges in the pay ratio.

The widening gap between CEO pay and median worker pay comes amid a
tight U.S. labor market, thrown askew as millions of people dropped out of the workforce
during the pandemic. Executives at airlines, manufacturers, retailers and restaurants
alike have talked about the struggles of finding and hiring enough workers in the U.S.

U.S. average hourly wages rose by about 4.9% for all workers in 2021,
according to the Labor Department.

The CEO compensation figures are reported by companies and include the
value of stock awards at the time of grant, along with salary, cash bonuses, perks
and some retirement-benefit increases. Equity awards, the value of which can rise or
fall significantly after grant, accounted for the bulk of pay for the highest-paid CEOs in
the Journal’s analysis. These awards typically vest, or become fully the executive’s,
over several years and can be tied to performance targets.

Discovery Inc.’s David Zaslav, at nearly $247 million, had the highest 2021 pay
disclosed so far among the S&P 500 CEOs who served the full year. Mr. Zaslav’s pay
was nearly 3,000 times the $82,964 that the company reported paying its median
worker last year, up from a multiple of 1,511 in 2018.

Discovery said that much of Mr. Zaslav’s 2021 pay consists of stock-option awards
tied to a contract signed last year, and his pay excluding one-time awards would be 527
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times the median worker’'s. The media company’s share price would have to rise
significantly for the options to be in the money.

The second-highest paid CEO so far in the S&P 500 was Amazon.com Inc.’s Andy
Jassy, who was awarded compensation valued at nearly $213 million, all in restricted
stock. That was nearly 6,500 times the median Amazon worker.

Mr. Jassy took over in July 2021 and won'’t feature in the full rankings because he
was CEO less than a full year.

Most of Mr. Jassy’s equity won'’t vest for at least five years, and the award is
structured to give him about the same number of shares each year, valued at $33
million to $35 million at recent share prices, after 2023, Amazon said. An Amazon
spokesman called the award competitive with that of CEOs at other large companies.

As in recent years, some of the highest-paid CEOs of public companies weren’t
running businesses in the S& P 500.

Private-equity giant KKR & Co. reported paying co-CEOs Joseph Bae and Scott
Nuttall compensation valued at $559.6 million and $523.1 million, respectively. The
men took over last fall from company cofounders Henry Kravis and George Roberts.

“The vast majority of the compensation is performance-based stock that will
have to more than double in value for the stock awards to fully vest,” a KKR
spokeswoman said.

Fed Lifts Rates, and Signals Six More Increases
by Nick Timiraos — WSJ — Mar. 17, 2022

Central bank pencils in additional boosts this year as it seeks to combat high
inflation.

Federal Reserve officials voted Wednesday to lift interest rates and penciled in
six more increases by year’s end, the most aggressive pace in more than 15 years, in
9
A

an escalating effort to slow inflation that is running at
its highest levels in four decades.
The Fed will raise its benchmark federal-funds rate by a quarter percentage
point to a range between 0.25% and 0.5%, the first increase since 2018.

‘-‘-?_.; Left: Fed Chairman Jerome Powell speaking
¢ Wednesday at his post-meeting press conference

Officials signaled they expect to lift the rate to nearly 2% by the end of this
year — slightly higher than the level that prevailed before the pandemic hit the U.S.
economy two years ago, when they slashed rates to near zero. Their median
projections show the rate rising to around 2.75% by the end of 2023, which would be
the highest since 2008.
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The Fed’s move to combat inflation cheered stock investors, as major indexes
rocketed sharply higher. The blue-chip Dow Jones Industrial Average rose 518.76
points, or 1.5%, to 34063.10.

The Fed’s post-meeting statement hinted at rising concern about inflation that
initially appeared last year to be driven by pandemic-related bottlenecks but has since
broadened.

“As | looked around the table at today’s meeting, | saw a committee that’s acutely
aware of the need to return the economy to price stability and determined to use our
tools to do exactly that,” Chairman Jerome Powell said at a news conference that
followed the Fed’s first fully in-person meeting in two years.

Mr. Powell signaled greater concern that higher inflation might persist due to a hot
job market with record job openings and wages up at their fastest pace in years. “That’s
a very, very tight labor market — tight to an unhealthy level, | would say,” he said.

Stock indexes rallied after Mr. Powell began speaking. Yields on the benchmark
10-year Treasury note rose to 2.185%, compared with 2.16% on Tuesday and the
highest level since May 2019.

The rate-setting Federal Open Market Committee approved the rate increase
on an 8-to-1 vote, with St. Louis Fed President James Bullard dissenting in favor of
a larger half-point increase.

Mr. Powell said that the Fed could finalize a plan to shrink its $9 trillion asset
portfolio at its next meeting, May 3-4, and to implement it shortly after. The central
bank ended a long-running asset-purchase stimulus program last week.

New projections show officials expect to raise rates at a much faster pace than
they projected in December, when most penciled in three quarter-percentage point rate
increases for this year, and considerably quicker compared with a series of nine interest
rate increases between 2015 and 2018. It would be closer to the 2004-06 period, when
the Fed raised rates 17 times in succession.
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Most officials expect the fed-funds rate torise to at least 1.875% by the end of this year and 2.75%
by the end of 2023, holding there in 2024.

Federal-funds target rate’ Officials’ projections for midpoint of
target range’
6‘0%F December projections March
3.5%
: s 3.0
Fed officials would raise the
40 benchmark federal-funds 25
rate by a quarter percentage
point to a range between 20
0.25% and 0.5%.
20 15 Range of
- rojections
ﬁ 1.0 Prolee
—Median
05 projection
0 0
2000 10 20 2022 23 24

*Shows midpoint of range since 2008. tBased on responses of 18 officials in December and 16 officials in March.
Source: Federal Reserve

At the same time, most Fed officials indicated they didn’t anticipate a need to raise
interest rates above 3% over the next few years. “The rhetoric is ‘do-whatever- it-takes,’
but the forecast is ‘hope-for-the-best,’ ” said Vincent Reinhart, chief economist at
Dreyfus and Mellon.

The fed-funds rate, an overnight rate on lending between banks, influences other
consumer and business borrowing costs throughout the economy, including rates on
mortgages, credit cards, saving accounts, car loans and corporate debt. Raising rates
typically restrains spending, while cutting rates encourages such borrowing.

How much other interest rates rise will depend on how investors, businesses and
households respond.

The Fed’s decision Wednesday marked a sharp reversal from just two years
ago, when it lowered rates to near zero and launched a suite of programs to steady
markets and support the economy as Covid-19 shut down large swaths of the country.
The pandemic triggered a severe two-month recession in 2020 and record job
losses.

Since then, economic output has recovered amid massive federal stimulus and
vaccinations, and inflation surged one year ago. The recent episode has been a far
cry from the seven years of near-zero interest rates the Fed maintained after the 2008
financial crisis.
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Inflation rose 6.1% in January from a year earlier, according to the Fed’s
preferred gauge. Core inflation, which includes food and energy, rose 5.2%. Most
officials now see core inflation ending the year at 4.1%. They see interest-rate
increases bringing inflation down further, to 2.6% at the end of 2023 and to 2.3% the
year after.

Even before Russia’s invasion of Ukraine, Fed officials had turned uneasy at the
prospect inflation might not diminish as rapidly as they had been expecting. U.S. labor
markets have tightened rapidly, with the unemployment rate falling to 3.8% in
February.

Now, officials are facing the prospect of even higher inflation due to escalating
sanctions by the West against Moscow, which risk higher energy and commaodity
prices, together with new pandemic lockdowns in China that further roil battered global
supply chains.

Mr. Powell continued to lay the groundwork for the possibility of raising rates by a
half point later this year. Seven officials projected the Fed would need to raise rates
above 2% this year, a level that would require at least one of their moves this year to be
a half-point increase, which the Fed hasn’t done since 2000.

In the weeks leading up to Wednesday’s meeting, Mr. Bullard, who favored the
bigger rate increase, had said the Fed needed to raise rates faster or “risk squandering
policy credibility.” Due to the Fed’s policies that limit communications before and after
policy meetings, Mr. Bullard isn’t likely to comment publicly on his dissent before Friday.

“They played it safe,” said Johan Grahn, who oversees exchange- traded funds at
Allianz Investment Management in Minneapolis, who had advocated a half-point hike.
“To get their credibility back, they will need to do something bolder.”

Economists said there is a growing risk that Mr. Powell could feel pressure to lift
rates to levels that tip the economy into recession. That would especially be the case if
policy makers conclude that consumers’ and businesses’ expectations of future inflation
are rising or if officials see growing evidence of a wage-price spiral in which workers
coping with climbing prices demand more pay increases, leading businesses to
continue raising prices.

Fed officials face three important questions as they consider their next moves.
First, how quickly do they need to raise rates to an estimated “neutral” level that neither
speeds nor slows growth? Second, has that neutral level increased as rising inflation
sends down real, or inflation-adjusted, borrowing costs? And third, will the Fed need to
raise rates above neutral to deliberately slow growth, and if so, by how much?

Wednesday’s projections show Fed officials thought they might need to raise the
fed-funds rate slightly above a neutral level this year or next. Most officials estimate
that is between 2% and 3% when underlying inflation — stripped of idiosyncratic
influences such as from supply shocks — is at the Fed’s 2% target.
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Inflation is Outpacing Oregon Wages
by Mike Rogoway — Oregonian — April 3, 2022

https://www.oregonlive.com/business/2022/04/inflation-is-outpacing-oregon-wages-heres-how-major-industries-measure-up.html
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Here’s how major industries measure up.

Oregon wages losing ground

Pay is rising fast but inflation - at 7.9% — is outpacing many workers' gains.

Annual change

(adjusted for Number of
Industry Average wage inflation) workers
Total private sector $31.11 ‘ -1.6% 1,624,700
=tiesiona anc $33.69 6.4% 303,500
health services
Construction $£37.80 m 111,700
Other services $27.53 4.9% 58,600
Leisure and hospitality $20.46 m 193,100
T, MRnSHOREtoN $27.66 #—u.g% 364,400
and utilities
Fotesional A $36.10 4-3,5% 255,000
business services
Financial activities $34.87 ‘—3,9% 104,800
Manufacturing $29.38 ~4.8% 191,400
Wage data is not available for some private-sector industries.
OREGONLIVE
Source: Oregon Employment Department = Get the data irltmtmlll:hl

On paper, Oregon wages are rising rapidly. But anyone who’s been to the grocery

store, gas station or brewpub recently can tell you that’s not the whole story.
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The state’s average, private-sector hourly wage was $31.11 in February, according
to new survey data out from the Oregon Employment Department. That's up $1.82 from
a year earlier.

But factoring in annual inflation, which was 7.9% in February, Oregon workers
actually lost ground. They were effectively making less than they were a year earlier.

In Oregon, “real wages” fell by 1.6% in February. Inflation-adjusted paychecks
dropped by even more rapidly nationwide, down 2.6%.

Economists have many explanations for why inflation is running at its hottest pace
in four decades.

The global supply chain crunch has demand for goods outpacing supply, which
pushes up prices.

People came out of the pandemic recession with more to spend, thanks to stimulus
payments and rising wages. That gave retailers the flexibility to pass along some of
their higher costs to shoppers.

And it's not just supplies that cost more — workers do, too. Oregon has more open
jobs than unemployed people, forcing companies to bid up wages to bring in staff.

Those raises vary considerably across industries. Many lower-paid professions
and in-demand jobs are still outpacing inflation.

Take Oregon’s hospitality sector, which was paying an average hourly wage of
$20.46 in February. That's up 4.1% from a year earlier, even after accounting for
inflation.

David Cooke, statistics coordinator for the employment department, said the
rising wages probably reflect the pandemic’s unique effect on hospitality jobs.

Restaurants, bars and many other attractions closed altogether early in 2020 when
the state ordered mandatory lockdowns to prevent the spread of COVID-19.

“Then when the demand and conditions returned more toward normal, many of the
workers had found jobs in other industries,” Cooke said. “So it is tough to attract them
back to the restaurant industry.”

Additionally, Cooke noted, hospitality work and other relatively low-paying
industries have reaped a boost from rapid increases in Oregon’s minimum wage. The
hourly minimum has climbed from $9.75 in 2016 to $14 an hour today.

Skilled jobs, like construction and nursing, are in high demand and have pushed up
Oregon wages in their categories (up 5.2% and 4.1%, respectively, both handily
outpacing national wage gains).

But Cooke said other factors may be at work. He notes that the number of people
working in nursing and residential care facilities, a relatively low-paying job, has fallen in
the past year. With fewer jobs at the bottom of the wage scale, that means the average
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across the sector will be greater. Meanwhile, hospitals are hiring higher-paid nursing
staff as fast as they can.

The majority of Oregon industries are paying less, after accounting for inflation.
Manufacturing suffered the biggest decline in adjusted wages, 4.8%, according to the
survey numbers. That could reflect a peculiarity of the data, according to Cooke. By
another measure, manufacturers’ own reports of wages paid, he said pay appears to
have modestly outpaced inflation over the past year.

On the flip side, the category of “other services” (which includes repair and
maintenance jobs, religious organizations and other small categories) appears to have
shown strong wage gains in the last year. But Cooke cautioned that the relatively small
number of Oregon jobs in that segment might make the data unreliable, given that the
category showed a 2.9% decline — after adjusting for inflation — nationally.

Broadly speaking, 80% of workers are losing ground to inflation, according to
federal data. And Cooke said the Oregon wage data underscores the toll inflation is
having on what workers take home.

“Wage increases have risen substantially across most industries,” Cooke said.
“But overall, wage gains have been less than consumer price increases.”

Inflation Reached 7.9% in February;
Consumer Prices Are the Highest in 40 Years
by Gabriel T. Rubin — WSJ — Mar. 10, 2022

Surging energy costs related to Russian invasion of Ukraine are pushing prices
higher.
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The outbreak of war is threatenihg higher inflation for longer.

U.S. inflation climbed to a 7.9% annual rate in February, another four-decade
high, as skyrocketing energy and commodity prices related to the Russian
invasion of Ukraine pushed already-elevated costs higher.

The Labor Department’s consumer-price index, which measures the cost of
goods and services across the economy, was at its highest rate since January 1982,
when annual inflation was 8.4%

Rising energy prices, including higher gasoline prices, helped push up the inflation
reading, along with increases for groceries, restaurant food, transportation services and
apparel. Economists expect additional price increases related to the Ukraine crisis after
crude oil prices in March hit their highest levels since 2008, and U.S. gasoline
prices reached record highs.

Excluding volatile energy and food prices, the Labor Department reported
Thursday that consumer inflation rose at a 6.4% annual rate in February, up from 6%
the prior month.
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Consumer-price index, 12-month change
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The 12-month rates aren’t adjusted
for seasonality. The CPIl measures what
consumers pay for goods and services,
including groceries, clothes, restaurant
meals, recreation and vehicles. Month to
month, CPI rose a seasonally adjusted
0.8% in February.

Gasoline prices were up a
seasonally-adjusted 6.6% from the prior
month, for an unadjusted annual
increase of 38%. Groceries were up
1.4% over the prior month for an annual
rate of 8.6%. Housing-rental costs rose at
a slower rate, up 4.7% over the year.

Used car prices declined slightly last
month, pausing double digit price
increases over the past year.

High demand for goods from
consumers and supply-chain constraints
have elevated inflation over the past year,
with persistent shipping bottlenecks and
shortages of supplies like semiconductors

rippling across the economy. A historically-tight labor market has pushed wages

higher and led to more open jobs than
there are workers looking for work, leading
businesses struggling to keep up with
demand.

Before the Ukraine crisis, economists
and policy makers had been hoping for a
peak in year-over-year inflation this spring
as supply chains heal from pandemic-
related disruptions and the Federal
Reserve begins an expected series of
interest rate increases next week. But the
outbreak of war has supercharged
prices for oil, wheat, and precious
metals, threatening higher inflation for
longer.

“We thought that inflation would come
down, especially due to the untangling of
the global supply chain, but we don’t know

Consumer-price index, 12-month change
ending in February
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how what’s happening in Ukraine will re-tangle that,” said Joel Naroff, chief economist at
Naroff Economics LLC.

Fed officials were braced for a run of higher inflation to start the year, but recent
trends have been higher than expected. Housing and food costs have risen sharply,
and hints at moderating prices in the used-car market have been overshadowed
by further disruptions in new automotive manufacturing.

Economic disruptions from Russia’s invasion of Ukraine and the global response
could further stoke inflation, in part because Russia is a top global supplier of oil and
natural gas. One rule of thumb, which Fed Chairman Jerome Powell referenced last
week, holds that a $10-per-barrel increase in oil prices boosts overall U.S. inflation
by 0.2 percentage point. Brent crude, the global oil benchmark, has increased by
around $40 a barrel since the start of the year. Russia also is a major player in global
markets for metals used in the production of cars and airplanes and for components in
fertilizer, a big expense in food production.

Because of Russia’s role in global energy and other commodity markets, “we’re
going to see upward pressure on inflation at least for a while,” Mr. Powell told the
Senate Banking Committee last week.

Mr. Powell has said he expects the central bank to raise rates by a quarter
percentage point at its March 15-16 meeting with additional increases to follow later
in the year. The plan was formulated ahead of the Ukraine invasion.

“l do think it's going to be appropriate for us to proceed along the lines we had in
mind before the Ukraine invasion happened,” Mr. Powell said. “In this very sensitive
time at the moment, it's important for us to be careful in the way we conduct policy
simply because things are so uncertain and we don’t want to add to that uncertainty.”

On Sunday, the nation’s average gasoline price surpassed $4 a gallon for the
first time since 2008, according to AAA, which tracks retail prices daily. By
Wednesday, prices had hit their highest level ever, unadjusted for inflation.

The surge in energy and commodity prices is the latest challenge for businesses
that have had to test whether their customers are willing to pay higher prices for
products and services.

John Merritt, vice president of Elaine Bell Catering in Napa, Calif., has been
pleased to see the recovery of his business after a tough two years in which in-person
events dried up and planning for the future seemed impossible. But the rising cost of
labor and the lack of price stability for food and gas has hurt business.

“We’re able to pass some costs on to customers, but a lot of people were
contracted at lower prices,” and rising costs have eaten up his profit margin, Mr. Merritt
said.

To hedge against future price increases, Elaine Bell Catering has started to include
an inflation rider in new contracts. “We’re giving them the best price we can if they were
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having their event today,” Mr. Merritt added. “But where we are booking things 18
months out commonly, we have to price this more like a long-term labor contract that
has a CPI adjustment.”

£

1 -

The nation’s average gasoline price unadjusted for inflation hit a new high this week.

Some economists believe that inflation is still likely to peak soon, perhaps as early
as this month. But the war in Ukraine increases the chance that the peak will be higher,
and the descent to lower levels will take longer, they say.

“‘Momentum on the supply-chain front is disrupted by the war,” said Kathy
Bostjancic, chief economist at Oxford Economics. She has now raised her expectations
for annual inflation at the end of 2022 to closer to 4% rather than 3%.

A primary worry for policy makers going forward is that higher wages will keep
pressure on inflation by causing companies to raise prices to account for labor costs.
Still, private-sector average hourly earnings rose a seasonally adjusted 5.1% in
February from the previous year, lower than the rate of inflation.

Nitin Kumar, a Herndon, Va., resident who works at a financial technology
company, was grateful to get a “substantial raise” at the beginning of 2022, but after
seeing the rate of inflation, has questioned how far his money really goes. He is
considering whether he should shop at a discount grocery store or take other cost-
saving measures.
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‘I need to start considering things | can do myself — like walk more instead of
driving,” Mr. Kumar said. “It's not a sustainable practice to spend more.”

§ >

NW Natural Holdings Announces Common Stock Offering
Co. Press Release — Mar. 29, 2022

Northwest Natural Holding Company, (NYSE: NWN) (NW Natural Holdings),
announced today the commencement of an underwritten public offering of
2,500,000 shares of its common stock. In conjunction with this offering, NW Natural
Holdings intends to grant the underwriters a 30-day option to purchase up to an
additional 375,000 shares of its common stock.

The net proceeds from the offering will be used for general corporate purposes,
including repayment of its short-term indebtedness and/or making equity
contributions to NW Natural Holdings’ subsidiaries, Northwest Natural Gas
Company (NW Natural), NW Natural Water Company (NW Natural Water), and NW
Natural Renewables Holdings (NW Natural Renewables). Contributions to NW
Natural, NW Natural Water, and NW Natural Renewables will be used for general
corporate purposes. A portion of any contribution received by NW Natural may be
used to repay its short-term indebtedness.

Wells Fargo Securities, J.P. Morgan and RBC Capital Markets are acting as
book-running managers of the offering. Siebert Williams Shank is acting as co-
manager of the offering.

This offering is being made under an effective shelf registration statement filed
with the U.S. Securities and Exchange Commission, and only by means of a prospectus
supplement for this offering and a related base prospectus. Copies of the prospectus
supplement and related base prospectus may be obtained by contacting:

J.P. Morgan Securities

LLC RBC Capital Markets, LLC
c/o Broadridge Attention: Equity Syndicate
Financial Solutions 200 Vesey Street, 8th Floor
1155 Long Island New York, NY 10281
Avenue Telephone: (877) 822-4098

Telephone: (833) 690-2713 - )
- . Edgewood, NY 11717 Email: equityprospectus@rbcc
Email: cmclientsupport@wellsfar Telephone: (866) 803- m.com

go.com 9204

Wells Fargo Securities, LLC
Attention: Equity Syndicate
Department

500 West 33 Street

New York, NY 10001
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Email: prospectus-
eq fi@jpmorganchase

.com

This press release does not constitute an offer to sell or the solicitation of an offer
to buy the securities described herein, nor shall there be any sale of these securities in
any jurisdiction in which such an offer, solicitation or sale would be unlawful prior to
registration or qualification under the securities laws of any such jurisdiction.

ABOUT NW NATURAL HOLDINGS

Northwest Natural Holding Company, (NYSE: NWN) is a public utility holding
company headquartered in Portland, Oregon, which, through its largest subsidiary,
Northwest Natural Gas Company, provides natural gas distribution service to
approximately two million people in more than 140 communities through more than
785,000 meters in Oregon and Southwestern Washington. NW Natural Water provides
water distribution and wastewater services to communities through the Pacific
Northwest and Texas. NW Natural Renewables is investing in renewable energy and
the transition to a decarbonized future with a focus on the production and supply of net
low-carbon fuels supporting a variety of sectors.

Forward-Looking Statements

This press release contains forward-looking statements regarding our planned offer
and sale of common stock and the use of the net proceeds from any such sale. NW
Natural Holdings cannot be sure that we will complete the offering or, if we do, on what
terms we will complete it. Forward-looking statements are based on current beliefs and
expectations and are subject to inherent risks and uncertainties, including those
discussed under the captions “Risk Factors” and “Forward-Looking Statements” in the
prospectus and prospectus supplement. In addition, NW Natural Holdings’
management retains broad discretion with respect to the allocation of the net proceeds
of this offering. The forward-looking statements speak only as of the date of this
release, and NW Natural Holdings is under no obligation to, and expressly disclaims
any such obligation to, update or alter its forward-looking statements, whether as a
result of new information, future events, or otherwise, except as may otherwise be
required by law.

View source version on businesswire.com:
https://www.businesswire.com/news/home/20220329005899/en/

Investor Contact:

Nikki Sparley

Phone: 503-721-2530

Email: nikki.sparley@nwnatural.com
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Media Contact:

David Roy

Phone: 503-610-7157

Email: david.roy@nwnatural.com

NW Natural Holdings Prices Public Offering of Common Stock
Co. Press Release — Mar. 29, 2022

Northwest Natural Holding Company (NYSE: NWN) (NW Natural Holdings)
announced today the pricing of an underwritten public offering of 2,500,000 shares
of its common stock, at a price to the public of $50.00 per share. In connection with
the offering, NW Natural Holdings granted the underwriters involved in the offering
with a 30-day option to purchase up to an additional 375,000 shares of its common
stock. The offering is expected to close on April 1, 2022, subject to customary closing
conditions.

The net proceeds from the offering will be used for general corporate purposes,
including repayment of its short-term indebtedness and/or making equity contributions
to NW Natural Holdings’ subsidiaries, Northwest Natural Gas Company (NW Natural),
NW Natural Water Company (NW Natural Water), and NW Natural Renewables
Holdings (NW Natural Renewables). Contributions to NW Natural and NW Natural
Water will be used for general corporate purposes. A portion of any contribution
received by NW Natural may be used to repay its short-term indebtedness.

Wells Fargo Securities, J.P. Morgan and RBC Capital Markets are acting as book-
running managers of the offering. Siebert Williams Shank is acting as co-manager of
the offering.

This offering is being made under an effective shelf registration statement filed with
the U.S. Securities and Exchange Commission, and only by means of a prospectus
supplement for this offering and a related base prospectus. Copies of the prospectus
supplement and related base prospectus may be obtained by contacting:

Wells Fargo Securities, LLC J.P. Morgan Securities RBC Capital Markets, LLC
Attention: Equity Syndicate LLC Attention: Equity Syndicate
Department c/o Broadridge 200 Vesey Street, 8th Floor
500 West 33 Street Financial Solutions New York, NY 10281
New York, NY 10001 1155 Long Island Telephone: (877) 822-4098
Telephone: (833) 690-2713 Avenue Email: equityprospectus@rbccm
Email: cmclientsupport@wellsfarg  Edgewood, NY 11717 .com
0.com Telephone: (866) 803-

9204

Email: prospectus-
eq fi@jpmorganchase.

com
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This press release does not constitute an offer to sell or the solicitation of an offer
to buy the securities described herein, nor shall there be any sale of these securities in
any jurisdiction in which such an offer, solicitation or sale would be unlawful prior to
registration or qualification under the securities laws of any such jurisdiction.

About NW Natural is not duplicated herein.

Portland Metro Slammed the Brakes on Population Growth in 2021,

Census Estimates Show
by Kristine de Leon — Oregonian — Mar. 27, 2022
https://www.oregonlive.com/business/2022/03/portland-metro-slammed-the-

brakes-on-population-growth-in-2021-census-estimates-show.html

Portland syIine as seen from the Japanese Gardens early December, 2021

Population growth in the Portland area has ground to a halt in 2021 after a
period of slowing down since its mid-2010s boom, new U.S. Census Bureau data
show.

The Portland metro — defined as Multhomah, Washington, Clackamas,
Columbia and Yamhill counties and Washington’s Clark and Skamania counties
— saw its population drop 0.2% from July 2020 to July 2021, to an estimated
2,511,612 residents. That translates a loss of about 4,618 people, according to new
estimates released Thursday.
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The relatively small decline conflicts with other estimates. Charles Rynerson, a
faculty member of the Population Research Center at Portland State University, said the
center’'s own estimates for 2021 showed a slight increase in population.

But both are a far cry from the rapid population growth of recent decades.
From 2000 to about 2018, the region gained an average of 30,000 residents per year.

“The story is basically, there’s definitely been less growth this past year because of
more deaths and fewer births,” he said. “And there’s been very little international
migration, nationally or locally, which is attributable in part to COVID, since people
couldn’t even enter the country.”

Migration, both between states and internationally, has been the state’s primary
source of new residents, Rynerson said. The same goes for the Portland area.

“Generally we gain more people than we lose due to domestic net migration in
Oregon and in Multhomah County, but these estimates are saying that we lost more
than we gained,” he said.
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Population change (%) in Oregon by county, 2020-2021
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Map: Kristine de Leon = Source: U.S. Census Bureau The {e“m“ﬁ“

Metro population numbers have turned negative as recently as 2010, according to
census numbers, when the Great Recession temporarily put a damper on growth. It
soon bounced back.

While there are anecdotal reports of people leaving large metro areas for more
spacious suburbs and rural communities during the pandemic, Rynerson said this one
year of census data doesn’t provide that kind of insight.

“There’s always lots of churn in the population,” he said. 2021 “was an unusual
year, and things may have stabilized after July, or some people may have even
relocated temporarily. So it’s difficult to say what these estimates really mean for the
long term.”

Meanwhile, Central Oregon continued to see rapid population growth —
among the fastest in the nation.
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The Bend metro area in central Oregon, which includes all of Deschutes County,
saw its population grow 2.7% — the 13th fastest growth among the nation’s 355
metro areas — to an estimated 204,801 residents. That’s a boost of about 5,446
people in the year ending July 2021, census numbers show.

Oregon metro area population change, 2020-2021

2021 POP. NET POP. CHANGE, % CHANGE, 2020-
METRO AREA ESTIMATE 2020-2021 2021

Portland-Vancouver- I :
-4 -0.2%

Hillsboro ZLR #

Salem 436,283 _ 2,2. _05

Eugene-Springfield 383,189 249 0.1

Medford 223,734 _ 340 0.2%

Bend 204,801 m m

Albany-Lebanon 129,839 _903 _ 0.7%

Corvallis 96,017 _bEU _ 0.9%

Grants Pass 88,346 241 _0.3;-:-.
CREGOMLIVE

Table: Kristine de Leon = Source: U.S. Census Bureau The Oregonian

Nearby Crook County, home to fast-growing Prineville, saw the fastest growth
of all 36 Oregon counties. From 2020 to 2021, the county saw the population rise 3.3%
to 25,739, a boost of 816 residents.

The Census Bureau updates population estimates every year using the most
recent decennial census — in this case, the 2020 figures — as a baseline. Annual
population estimates are projected using vital records such as birth and death
certificates, tax returns from the IRS, housing counts, building permits and school
enroliment.
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Russia’s Invasion of Ukraine Rattles Global Markets
Moody’s Analytics — Feb. 24, 2022

The significant escalation of the Ukraine-Russia conflict rattled equity markets
and led to an increase in global oil prices, which likely had some risk premium already
embedded. West Texas Intermediate and Brent crude oil prices both increased and are
trading near, or above, $100 per barrel. The conflict will have a significant impact on
economic growth in Eastern Europe, as it is the most reliant on Russian imports. The
effect on the U.S. economy is tied to equity markets and oil prices.

Earlier this month, we ran two scenarios through our Global Macroeconomic
Model. In the first scenario, West Texas Intermediate crude oil prices jump to $100 per
barrel, and the second has oil prices hitting $150. In each scenario, increases in oil
prices occur in the second quarter and remain there in the third quarter before returning
to the baseline. This movement in oil prices would be consistent with a sudden but
temporary supply shock.

The more economic costs increase, the higher oil prices rise. In the $100-per-
barrel oil price scenario, GDP growth in the second quarter is reduced by 0.1 of a
percentage point, but it reduces GDP growth in the third quarter by 0.5 of a percentage
point and 0.2 of a percentage point in the final three months of the year. If oil prices are
$150 per barrel in the second and third quarters, the hit to GDP growth this year is more
noticeable. GDP growth in the second quarter is reduced by 0.2 of a percentage point,
1 percentage point in the third quarter, and 0.4 percentage point in the final three
months of the year. Year-over-year growth in the CPl is 0.5 of a percentage point
higher than in the baseline in the second quarter and 0.6 of a percentage point in the
third quarter

Spike in Oil Prices Would Be Costly Higher oil prices will boost

e Ratar T hasalre | U.S. GDP . inflation and increase the cost
evialon irom Daseline in rea = QFUW ,pp, at the pump WhOIesale

L = : ' . gasoline futures, which lead
U.S. retail gasoline prices by
Lty two weeks, point toward prices
at the pump reaching $3.75 per
05 1 gallon, compared with $3.58 in
the week ended February 18.
0.5 | WS100 WT| scenario If oil prices continue to climb,
$150 WTI scenario then $4-per-gallon gasoline will
1.0 become a reality. Our rule of
Qi Qz Q3 Q4 thumb is that for every $10
Source; Moody's Analytics increase in oil prices, retail

gasoline prices rise by 30

cents per gallon.

U.S. corporate bond market not immune
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U.S. high-yield corporate bond issuance has come to a grinding halt as geopolitical
tensions, wider spreads, heightened volatility in equity markets and fund outflows have
taken a toll. The Barclays/Bloomberg high-yield corporate bond spread has widened by
76 basis points since the beginning of the year to 359 basis points, the widest since
early 2021. Though high-yield corporate bond spreads are well below their historical
average of 496 basis points, the abruptness of the widening in spreads is hurting
issuance, contributing to the more-than-4% decline in junk bond total returns this year.

Investors have been pulling money out of high-yield funds for more than a month.
Issuance doesn’t look like it's going to improve soon as the pipeline is very lean and
geopolitical tensions have intensified. So far, the issues in the high-yield corporate
bond market are attributed to interest rates rather than defaults, with the latter near
historic lows. High-yield corporate bond issuance normally doesn’t thrive when there is
a lot of volatility in equity markets. The VIX has jumped recently and is at 30, which
foreshadows further widening in high-yield corporate bond spreads.

The Russian-Ukraine conflict will continue to impact the U.S. high-yield corporate
bond market, but the implications for the broader domestic banking system are
minimal. U.S. banks have a small exposure to Russian banks, according to the Bank
for International Settlements. Therefore, U.S. sanctions are unlikely to ripple
through the domestic banking system, keeping the risk of contagion low. The
Russian-Ukraine conflict is weighing on U.S. equity markets, but there has also been a
significant increase in Russia’s five-year credit default-swap spreads
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S&P 500 Slips into Correction, Off 10% from Its January High
by Will Horner and Michael Wursthorn — WSJ — Feb. 23, 2022

Investors say the situation remains too fluid to say the selling is done.

4800 g Stocks dropped in a volatile trading session
S&P 500
recent closif:;:\?gh Tuesday that pushed the S& P 500 into correction
territory as tensions in Eastern Europe escalated.

4700 The broad stock-market index closed down 1%,
T hitting its lowest level in more than four months, as
uesday . . e .
4304.76 investors digested the ramifications of Russia’s
i deployment of soldiers into Ukraine’s eastern
Donbas region.

The threat of war has become the latest wild card
for investors who were already concerned with supply-
chain disruptions, rapidly rising inflation and central
banks’ plans to tighten monetary policy.

The S&P 500 declined 44.11 points to 4304.76,
leaving the index down more than 10% from its Jan. 3
high and marking its first correction since the onset of
the Covid-19 pandemic in February 2020.

4500

4400

The index pared even bigger losses of nearly 2%
after President Biden unveiled sanctions against Russia

4200 that were less aggressive than feared, analysts and
Feb. 2022 investors said.
e FadiSi Stocks, which were near their session lows during

Mr. Biden’s speech outlining the sanctions, recouped a
chunk of their declines.

“We don’t think heightened sanctions by themselves would meaningfully impact the
long-term earnings potential of U.S. companies,” said Dave Sekera, Morningstar’s chief
U.S. market strategist.

The sanctions followed similar actions by the European Union. The U.K. froze the
assets of some oligarchs and cut five midsize Russian lenders off from its financial
system. Germany said it halted moves to open a natural-gas pipeline to Europe that
would bypass Ukraine, helping to send energy prices higher.

The greatest risk, Mr. Sekera said, is the U.S. potentially being drawn directly into
the conflict, which would inevitably weigh on stocks.

The Dow Jones Industrial Average ended the session down 482.57 points, or
1.4%, to 33596.61, while the Nasdaq Composite, which suffered a correction in
January, declined 166.55 points, or 1.2%, to 13381.52. The Dow is off 8.7% from its
January record, and the Nasdaq is 17% below November’s high.
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Investors said the situation remains too fluid to say the selling is done and warned
that more sessions could play out like Tuesday.

“Investors are de-risking as the situation escalates and uncertainty builds regarding
the path forward,” said Lindsey Bell, chief markets and money strategist for Ally Invest.
“Markets are likely to be on edge for the next several weeks.”

Ms. Bell added geopolitical tensions tend to have a dramatic, immediate effect on
markets, but the shock usually wears off over time. Besides higher oil prices, Russia’s
invasion of Ukraine isn’t likely to have a significant impact on the U.S. economy, she
said.

Brent oil rose $1.45 a barrel, or 1.5%, to $96.84.

All 11 sectors of the S&P 500 closed lower Tuesday. Sectors of the market that
investors tend to flock to during periods of uncertainty — including shares of
utilities and real-estate firms—suffered relatively minor losses, while riskier corners
of the market, such as growth stocks, suffered bigger losses.

Consumer-discretionary stocks were hit the hardest, with the group shedding
3%. Geopolitical tensions played a part, analysts said, as did concerns about economic
growth this year.

Home Depot shares led the group lower, falling $30.70, or 8.9%, to $316.17 after
the company posted slightly slower sales growth than it did earlier in the pandemic,
making it the biggest drag on the price-weighted Dow.

Other retail stocks followed, including Best Buy, Lowe’s and Dollar General, all
falling more than 3.6% each. Makers of household durables, including Whirlpool and
D.R. Horton, also fell alongside shares of hotels, restaurants and leisure companies.

Technology stocks in the S& P 500, which were briefly higher earlier in the day, fell
0.9%. Communication companies shed 1%. Energy stocks, which got a momentary
boost higher from oil prices, were also in the red, with Exxon Mobil and Halliburton
falling at least 1.2% each.

The showdown along Ukraine’s border spoiled some relatively upbeat earnings
news. Shares of Macy’s, which had been trading higher most of the morning, declined
$1.28, or 5%, to $24.42 despite posting better-than-expected earnings.

In the bond market, the yield on the benchmark U.S. Treasury note edged higher to
1.947%. Gold prices rose 0.1%.

Russia’s benchmark MOEX stock index climbed 1.6%, turning higher after the
sanctions unveiled in the EU and U.K. didn’t target Russia’s biggest banks. The U.S.
sanctions focus on two Russian financial institutions, the nation’s sovereign debt and
the country’s elite individuals. The index had dropped 10.5% Monday, which was its
biggest daily percentage decline in almost eight years. The ruble edged higher against
the dollar after falling to its lowest level since February 2020.
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European stock indexes reversed earlier sharp losses, with the pan-continental
Stoxx Europe 600 up 0.1%.

“Investors have switched from thinking it is posturing, saber-rattling to thinking
there has become a real threat of a conflict,” said Altaf Kassam, head of investment
strategy and research for Europe, the Middle East and Africa at State Street Global
Advisors. “Things have gotten to a point where it feels like it is hard to step back from.”

South Jersey Industries Deal Reinforces Lofty Gas Utility Valuations
by Tod DiChristopher — S&P Global Market Intelligence — Feb 24, 2022

P ’Sr., 1 ‘ -

Financial sector buyers such as infrastructure funds appear willing to pay
premiums for gas utility assets and could drive M&A activity in the sector, analysts say

The $8.1 billion buyout of South Jersey Industries Inc. presents further
evidence that local gas distribution companies will continue to command strong
valuations in the mergers and acquisitions market, analysts said.

The strength of local gas distribution company valuations has been top-of-mind for
industry watchers since April 2021 when CenterPoint Energy Inc.'s Arkansas and
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Oklahoma gas utilities fetched premium value. The market has also seen the
valuations as a bellwether for sector sentiment at a time when pipeline project
headwinds and building gas bans have unsettled investors.

"The acquisition represents a significant premium to current market prices and
validates that LDCs will continue to play a significant role in U.S. energy and evolve with
the energy transition," Stifel analyst Selman Akyol said in a Feb. 24 research note.

LDC valuations remain strong

The deal values South Jersey Industries, or SJI, at 21 times Stifel's 2022 EPS
estimates for the company and 20 times its 2023 EPS estimates, Akyol said.
Guggenheim Securities LLC said the deal carried a multiple of 17.9 times consensus
estimates for SJI's 2024 EPS. SJI's stock had been trading at 12.1 times the
company's 2024 EPS, Guggenheim said in a Feb. 24 research note.

Expressed as a multiple of utility rate base, the deal value did not quite match
CenterPoint's 2021 sale, though the SJI announcement reinforced recent strong
valuations. The CenterPoint deal valued the assets at 2.5 times their combined 2020
rate base, while the SJI buyout penciled out to 2 times its 2021 utility rate base,
according to Guggenheim.

Dominion Energy Inc.'s recent sale of Hope Gas Inc. valued the West Virginia
gas distributor at 2 times its 2021 rate base and 26 times 2021 EPS, Guggenheim
said.

In interviews with S&P Global Market Intelligence shortly after the CenterPoint
deal, gas utility executives were optimistic that the valuation would telegraph to
investors that gas distribution systems remained valuable assets. But they also saw
those lofty valuations as hurdles to strategic M&A among utilities seeking to bolt on
complementary territory.

Financial buyers may drive M&A

The multiples may not put a stop to deal-making, according to Guggenheim analyst
Shahriar Pourreza. The SJI deal cemented Guggenheim's view that financial sector
buyers will bid on LDC deals of all sizes.

"Over the past two years we have seen financials begin to pay-up for gas LDC assets,"
Guggenheim said. "While transactions of late have been generally on the smaller side,
we believe this latest data point opens up the environment for larger deals and
increases the funding optionality for gas/electric hybrids in the space."

SJI's acquirer, Infrastructure Investments Fund, was the buyer behind
CenterPoint's blockbuster LDC sale, through one of the fund's portfolio companies,
Summit Utilities Inc. The buyer in the Hope Gas acquisition was also an
infrastructure fund, operated by Ullico Inc.
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In Guggenheim's view, future LDC sellers could be multi-utilities that need to
finance electric power investments and execute decarbonization policies, similar to
CenterPoint's strategy. During a Feb. 23 conference call, NiSource Inc. President and
CEO Lloyd Yates said the company would consider selling LDC assets and rebalancing
its portfolio toward electric operations.

Potential for additional LDC sales

SJI's sale could also hint at M&A among other small gas utility operators,
such as New Jersey Resources Corp., Northwest Natural Holding Co., Spire Inc. and
One Gas Inc., Guggenheim said. However, those companies either have larger
nonregulated business lines or multi-state footprints that differentiate them from SJI, the
analyst report noted.

Guggenheim speculated that SJI's management and board of directors may have
tired of gas utilities' persistent valuation discount to electric peers and other parts of the
market. Guggenheim said it did not see an opportunity for SJI to reset its valuation
based on fundamentals, which drove Guggenheim to downgrade SJI's stock recently.

Asked about the SJI deal and the difference between private and public market
valuations of LDCs, One Gas President and CEO Sid McAnnally acknowledged the
dislocation during a Feb. 24 quarterly conference call. However, the executive
suggested the company's five-year, $3.5 billion capital plan across its three-state
footprint would drive shareholder value.

"Given the opportunities that we have going forward on both the growth and the
system integrity-slash-maintenance side, we feel like we're really well positioned to
execute this plan," McAnnally said.

Track the Market Winners and Losers
WSJ — April 2, 2022

A look at how selected global stock indexes, bond ETFs, currencies and
commodities performed around the world for the week.
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A look at how selected global stock indexes, bond ETFs, currencies and
commodities performed around the world for the quarter.
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U.S. Inflation Accelerated to 8.5% in March, Hitting Four-Decade High
by Gwynn Guilford — WSJ — Apr. 12, 2022

Consumer-price index increase from year earlier driven by skyrocketing energy and
food costs.



Docket No. UG 435 Staff/108
Muldoon/38

—

Gasoline prices have come down slightly in recent weeks,
but they remain near record highs.

U.S. inflation surged to a new four-decade high of 8.5% in March from the
same month a year ago, driven by skyrocketing energy and food costs, supply
constraints and strong consumer demand.

The Labor Department on Tuesday said the Consumer-Price Index — which
measures what consumers pay for goods and services — last month rose at its fastest
annual pace since December 1981, up from the 7.9% annual rate in February. Rising
prices have been unrelenting, with six straight months of inflation above 6% that is
well above the Federal Reserve’s average 2% target.

U.S. stocks gave up their early gains and government-bond yields
declined following the inflation report.

High inflation is the downside of booming growth as the economy bounces back
from Covid-19, powered in part by low interest rates and government stimulus to
counter the pandemic’s impact. The Fed’s top goal is to reduce inflation, Fed governor
Lael Brainard said Tuesday at The Wall Street Journal Jobs Summit. The central bank
faces a tough balancing act of tightening monetary policy without damping growth.
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Russia’s invasion of Ukraine drove a March surge in oil and gasoline prices,
which hit records in mid-March, and overall energy prices shot up 11% from the prior
month, the department said. Prices for groceries accelerated in March, rising 1.5%
from a month earlier, while the cost increases for dining out moderated.

The so-called core price index, which excludes the often-volatile categories of food
and energy, increased 6.5% in March from a year earlier — up from February’s 6.4%
rise, and the sharpest 12-month rise since August 1982.

Economists and investors are looking for evidence the inflation surge that started in
early 2021 is close to a peak. One possible early sign came from the monthly change in
the core index. It rose 0.3% in March from the prior month, the slowest pace in six
months, driven by a 3.8% decline in used vehicle prices.

Another encouraging sign was that airline fares, hotel prices and other more
volatile categories drove much of the price gains for services, while pressure from
categories such as housing, which tend to be more persistent, eased, said Blerina
Uruci, U.S. economist at T. Rowe Price Group Inc.

However, Ms. Uruci added that supply-chain constraints continue to push prices
up, except for an easing of the costs for used cars.

“The other red flag is Russia’s invasion of Ukraine and the rise of Covid in China,”
she said. “Those pose risks that the so-called normalization of supply chains takes
longer to materialize.”

Consumers are growing savvy to shrink-flation,
; ## the practice of downsizing the contents of a product
P Il rather than raising prices. So companies are getting
‘;;.}’-‘1-‘;-,7“”0 e cCreative. WSJ’s Annie Gasparro explains how to spot it
- - in all its forms. lllustration: Adele Morgan

China has in recent weeks locked down parts of
the country, including Shanghai, as Covid-19 cases
hit a pandemic record there, leading to the possibility of additional supply disruptions.

U.S. airline fares leapt 10.7% in March from February, accelerating as travel
demand recovered from the last Covid-19 wave. Air-travel prices were 23.6% higher
than they were a year earlier.

Auto prices, which have powered much of the inflationary surge, eased in March.
New vehicle prices decelerated on a one-month basis, rising 0.2% in March from the
prior month. However, the 12.5% 12-month increase was the sharpest since 1975.
Despite the monthly decline in used-vehicle prices, those were still up 35.3% from a
year earlier.

Persistently higher prices come as the overall economy is strong and the labor
market is tight. Employers added 431,000 jobs in March, the 11th consecutive
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month with gains above 400,000 — the longest such stretch since records began in
1939.

High and rising inflation readings have cranked up pressure on the Fed to keep
lifting interest rates this year to lower price pressures. The central bank raised its
benchmark rate in March for the first time since 2018.

With job growth strong and inflation well above the Fed’s target, many Fed
officials have indicated they could support raising rates by a half percentage
point—instead of the traditional quarter point — at their next meeting in early May.

! T semEEE Left: Steady price increases for meat,
CCANTEL ELTANE - eSS B eggs and citrus fruits are pushing up
R . consumers’ grocery bills.

Food inflation is also raising

L=s consumers’ grocery bills. Meat prices
were up 14.8% in March from a year
ago, with hot dogs and lunch meats
rising at the fastest clip since 1979.
Breakfast cereal prices climbed 9.2% in
the past year, the sharpest increase
since 1989. The Ukraine crisis is likely
to add more pressure in coming months
because of disruptions to global wheat and fertilizer production.

The burden of price rises could be triggering a consumer pullback, said Richard F.
Moody, chief economist at Regions Financial Corp. Consumer spending decelerated
in February, rising 0.2% from January, though it remains strong — up 13.7% from the
same month in 2021.

“There’s an element of sticker shock when people go to fill up their tank or go to the
grocery store. Lower-and middle-income households are already having to make
choices about what to buy because they’re having to pay so much more for food and
energy,” Mr. Moody said.

Alex Salwisz, 40 years old, is facing the rising costs of raising his five children.
“The thing about having a big family is that each incremental increase is multiplied,” he
said.

He said he has tried to substitute generic food products for name-brand foods as
prices shot up—not always successfully. His children — ages 3 to 12 — pushed back
recently when he sneaked a bag of off-brand marshmallow cereal into a Lucky Charms
box. “It didn’t pass,” said Mr. Salwisz, a program manager in information technology
who lives in the Denver suburbs. “They had a little revolt, and more than one of them
told me | shouldn’t do that again.”

Inflation has eroded their living standard in other ways, Mr. Salwisz said. The
children have grumbled when the family crams uncomfortably into the smaller of two
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vans to save on gas. They have substituted a fast-food meal for the once-a-month sit-
down dining experience. He and his wife, Amber Salwisz, are considering scrapping
plans for summer camp because of a sharp increase in prices. One partial-day camp
increased its price to $800 a week this summer from $500 the prior.

Left: A job fair earlier this
month. Solid demand for
labor has shifted
bargaining power toward
workers.

The bounce-back in
demand for travel, dining
and other services as
Covid-19 cases decreased
is also driving price gains,
and could gain momentum
as summer holidays spur
more recreational
spending. A steady
upswing in housing
costs, which account for nearly one-third of the CPI, is also adding to inflationary
pressure.

Solid demand for labor has shifted bargaining power toward workers, putting
upward pressure on wages, which could feed into broader price gains. Annual wage
growth was 6% in March, the fastest pace since records began in 1997, according
to the Federal Reserve Bank of Atlanta’s wage tracker.

Still, wages for most are growing too slowly to offset inflation. This could
push workers to demand higher wages, creating a feedback loop that puts upward
pressure on inflation.

“‘Inflationary pressures are building across the basket but also across both prices
and wages. We need to see that process start to settle down,” said Robert Rosener,
senior U.S. economist at Morgan Stanley.

One indicator of building inflationary pressure moderated in March. Consumers’
median inflation expectation for three years from now fell to 3.7% last month, down from
3.8% in February, according to a survey by the New York Fed released on Monday.
However, the median expectation for inflation a year from now shot up to 6.6% from
6% in February.

Ron Mayland, an aerial photographer in Cedar Rapids, lowa, has experienced the
triple-whammy of high costs from energy, supply-chain disruptions and labor.

“If you think filling up a car is expensive, try an airplane,” he said, adding that he
puts hundreds of dollars’ worth of fuel in the tank every day. When he needed to buy
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small parts to repair one of his plane’s oil-pressure systems, it took him two or three
days to find the materials and they cost twice as much as he expected.

“I’'m still getting sticker shock when pulling up to the pump, and then for the parts
and the repairs — that’s where it’s really hitting me,” he said. “It seems like the numbers
are just getting bigger.”

N 3

lowa-based aerial hotograher Ron Mayland has felt the impact
from higher prices for fuel and airplane parts.
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US DOJ Unseals Indictments Alleging Russia Cyberattacks

on Energy Infrastructure
by Molly Christian — S&P Global Market Intelligence — Mar. 25, 2022

Four Russian nationals and their co-conspirators carried out two separate
cyberattack campaigns between 2012 and 2018 that targeted energy infrastructure
in the U.S. and more than 135 other countries, the U.S. Department of Justice said in
indictments unsealed March 24.

The hacking campaigns targeted thousands of computers at hundreds of
companies and organizations, including a foreign petroleum refinery and the
operator of a nuclear plant in Kansas, according to the DOJ.

The Justice Department unsealed the charges as U.S. energy companies are
bracing for potential cyberattacks in retaliation for sanctions that the U.S. and
other countries have imposed on Russia after its invasion of Ukraine.

"The potential of cyberattacks to disrupt, if not paralyze, the delivery of critical
energy services to hospitals, homes, businesses and other locations essential to
sustaining our communities is a reality in today's world," U.S. Attorney Duston Slinkard
for the District of Kansas said in a news release about the indictments.
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"We must acknowledge there are individuals actively seeking to wreak havoc on
our nation's vital infrastructure system, and we must remain vigilant in our effort to
thwart such attacks."

Campaign focused on refineries

The first indictment, from June 2021, alleged that Evgeny Viktorovich
Gladkikh, an employee of a Russian Ministry of Defense research institute, and his
co-conspirators tried to damage a refinery outside the U.S., causing two emergency
shutdowns. Between May and September 2017, the defendant and co-conspirators
allegedly hacked the refinery's systems and installed malware known as "Triton" or
"Trisis" on a safety system produced by multinational corporation Schneider Electric
SE.

The malware was designed to prevent the refinery's safety system from
functioning. However, the malware caused a fault when deployed that prompted
Schneider Electric's safety systems to initiate the automatic emergency shutdowns of
the refinery's operations.

The DOJ said the conspirators in 2018 unsuccessfully attempted to hack the
computer systems of a U.S. company that owned similar refineries in the U.S.

Another targeted global energy sector

The second indictment was more wide-ranging. In August 2021, a federal grand
jury in Kansas City, Kan., charged three Russian nationals with violating U.S. laws
related to computer fraud and abuse and causing damage to the property of an energy
facility, among other offenses. The defendants — Pavel Aleksandrovich Akulov,
Mikhail Mikhailovich Gavrilov and Marat Valeryevich Tyukov — were all officers of
Russia's Federal Security Service, known as FSB due to its Russian name,
Federalnaya Sluzhba Bezopasnosti.

Between 2012 and 2017, the three FSB officers and their co-conspirators "engaged
in computer intrusions, including supply chain attacks, in furtherance of the Russian
government's efforts to maintain surreptitious, unauthorized and persistent access to the
computer networks of companies and organizations in the international energy sector,"
the DOJ's release said. The alleged hacking campaign targeted victims in the U.S. and
more than 135 other countries.

In the first phase of the attacks, defendants are said to have compromised the
computer networks of companies' industrial control systems, or ICS, and
supervisory control and data acquisition, or SCADA, systems. They installed
malware on more than 17,000 unique devices in the U.S. and other countries,
including ICS/SCADA controllers used by power and energy companies,
according to the DOJ.

During the second phase of their campaign, the Justice Department alleged, the
FSB officers and their co-conspirators conducted spear-phishing attacks on over
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3,300 users at more than 500 U.S. and international companies and entities, as well
as government agencies such as the U.S. Nuclear Regulatory Commission.

The defendants succeeded in some instances, according to the DOJ,
managing to compromise the business network of the Wolf Creek Nuclear
Operating Corp. The company operates the Wolf Creek plant in Kansas owned by
Evergy Inc. utilities Evergy Kansas South Inc. and Evergy Metro Inc., as well as Kansas
Electric Power Cooperative Inc.

FBI 'laser-focused' on cybersecurity

Gladkikh, Akulov, Gavrilov and Tyukov were residents of Russia, the indictments
said. The U.S. State Department has announced rewards of up to $10 million for
information leading to arrests.

A federal district court judge will determine any sentences if the defendants are
convicted, the DOJ said.

"The FBI, along with our federal and international partners, is laser-focused on
countering the significant cyber threat Russia poses to our critical infrastructure," FBI
Deputy Director Paul Abbate said. "We will continue to identify and quickly direct
response assets to victims of Russian cyber activity."

Russia has long been a source of concern on the cybersecurity front for U.S.
energy companies, with cyber experts attributing a December 2015 attack on
Ukraine's electric grid to Russian actors. Russia's invasion of Ukraine has
ratcheted up that alarm, with U.S. President Joe Biden repeating warnings recently
that the Russian government could launch cyberattacks on U.S. critical
infrastructure as retribution for economic sanctions imposed in response to the
war on Ukraine.

Utilities, Energy Outperform Other S&P 500 Sectors in March
by Selene Balasta and Annie Sabater
S&P Global Market Intelligence — April, 5, 2022

Utilities bested other sectors and the broader S&P 500 index in March, with
the S&P 500 Utilities index logging a total return of 10.4%.

Still reaping the benéefits of rising crude and natural gas prices, the S&P 500
Energy index saw a total return of 9.0%. Meanwhile, the S&P 500 index saw a total
return of 3.7%.
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Fresh from its spinoff from Exelon Corp., Constellation Energy Corp. saw its share
price climb 22.3% in March, leading the components of the S&P 500 Utilities sector.

Constellation Energy, which has a sizable nuclear generation fleet, is focused on
meeting ambitious climate goals in the next two decades, including by investing in
hydrogen production and blending, President and CEO Joseph Dominguez said in
February.

CenterPoint Energy Inc., which logged a total return of 12.0%, completed its exit
from the midstream sector by selling its remaining interest in pipeline giant Energy
Transfer LP.

Southern Co. recorded a share price increase of 11.9% in March. Southern
shareholders reached a settlement connected to the utility's abandoned 745-MW Plant
Ratcliffe (Kemper County IGCC) project that will require certain corporate governance
reforms.

AES Corp. and Sempra also logged double-digit share price increases in March.
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Occidental Petroleum Corp. outperformed other energy companies, recording a
total return of 30.0% in March.

The U.S. oil and gas producer will spend roughly 5% of its 2022 capital budget to
start construction on an industrial-scale direct air carbon capture plant in the Permian
Basin of Texas and New Mexico.

Halliburton Co. saw its share price increase 13.4% in March. The company
suspended future business in Russia, citing sanctions imposed following Russia's
invasion of Ukraine.

Other top performers in the sector during the month included Baker Hughes Co.,
Valero Energy Corp. and Coterra Energy Inc.
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S&P Global Commaodity Insights produces content for distribution on S&P Capital IQ Pro.

Utility Stocks Ascend as Inflation, Recession Concerns
Spur 'Flight to Safety’
by Allison Good — S&P Global Market Intelligence — Apr. 8, 2022

Investor interest in U.S. utilities has soared in recent weeks as geopolitical
turmoil and macroeconomic concerns about inflation and a potential recession
drive the sector's stock market outperformance.

The S&P 500 Utilities index logged a total return of 10.4% in March, besting
other sectors and the broader S&P 500 index, which surprised Guggenheim
Securities LLC given that elevated U.S. Treasury yields usually have a "strong
inverse correlation" to utility equity valuations, analysts told clients April 4.

But average electric utility share price volatility also declined to 19.5% from
29.2% in March, indicating "a flight to safety by investors as they buy utilities and hold
them for longer, especially such as in times of heightened geopolitical stress," Jason
Lehmann of Regulatory Research Associates wrote on April 6.

For now, Lehmann added, "utilities appear to be markedly less exposed to
short interest activity" driven by expectations of another broader market downturn.
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Morgan Stanley said it has also noticed more generalist interest in utility stocks,
while analysts at Scotiabank agreed that, combined with higher oil and gas prices due
to Russia's invasion of Ukraine, fears of an economic recession are driving generalist
investors to prioritize "safety and defense."

"Consistent with recent weeks, last week we received multiple inbounds from
generalists and investors who cover multiple sectors and don't 'spend a lot of time on
utilities' but believe that they 'have a time and a place," the analysts wrote April 5.

While many of those conversations about risk focused on NextEra Energy Inc.,
CMS Energy Corp., Entergy Corp., DTE Energy Co and WEC Energy Group Inc., the
analysts initially told clients March 29, Scotiabank is not counting on "many of these
investors to stay in the sector long if the war is resolved soon and on reasonable terms."

In March, according to data collected by S&P Global Market Intelligence,
Constellation Energy Corp. saw its share price climb 22.3%, leading the components of
the S&P 500 Utilities sector following its spinoff from Exelon Corp. Clean energy giant
AES Corp. and Sempra, whose liquefied natural gas business has experienced a
surge in buyer interest during the Ukraine conflict, also logged double-digit share
price increases.

Morgan Stanley, meanwhile, named American Electric Power Co. Inc. as a top pick
because the company "is following the playbook of premium Midwest utilities: Build
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cheap renewables and shut down expensive coal plants." Morgan Stanley also
emphasized that Exelon "is a big hit with ESG investors" following its restructuring.

AES has also accelerated its exit from coal-fired generation to the end of 2025 to
attract new investors and boost credit ratings.

The utility sector stock price swing could dampen prospects for more gas utility
M&A, according to Guggenheim.

"Despite the valuation optics, apart from several anomalistic situations like
[NiSource Inc.] and [CenterPoint Energy Inc.], we believe our coverage will be more
likely to retain their [local distribution companies], rather than rely on M&A, with a focus
on organic spending opportunities," the client note said.

Still, investment bankers remain confident that catalysts are in place to drive more
natural gas utility deal-making in 2022 amid improving sentiment on the longevity of the
business and a renewed emphasis on natural gas's role in the energy transition.

After lackluster 2021, Utility Valuations Converge
with S&P 500 in January

by Jason Lehmann — Regulatory Research Associates (RRA)
an Affiliate of S&P Global Market Intelligence — Feb. 8, 2022

Forward valuations on a next-12-months basis between the S&P 500 Utilities
Index and the S&P 500 converged in January as energy utility stocks outperformed
the highly volatile S&P 500 and tech-heavy Nasdaq Composite indexes amid interest
rate concerns, rising inflation and ongoing COVID-19 fears. The S&P 500 Utilities
index declined 3.3% in January versus the S&P 500 and Nasdaq Composite's 5.3%
and 9.0% respective declines.

Multi-utilities outperformed other energy utility subsectors in January, rising 0.3%
on average, led by NiSource Inc.'s 5.7% rise amid a leadership change that will see
President and CEO Joseph Hamrock step down in mid-February, to be replaced by
board director Lloyd Yates. For additional detail, see the Jan. 27 S&P Global Market
Intelligence news article, "Hamrock to retire as NiSource CEO; former Duke executive
to take helm."

After closing out 2021 at a forward price-to-earnings, or P/E, discount to the
broader S&P 500 index, utility forward valuations converged with broad markets, having
outperformed in January. Multi-utility P/E’s increased 1.1% on average, led by
NiSource Inc., while electric and gas utility P/E’s declined 2.3% on average last month.

Looking ahead, issues that may affect utility financial performance, and thus equity
performance, in the new-year include energy transition-related stranded costs and cost
recovery associated with severe storms and the ongoing COVID-19 pandemic. Fourth-
quarter 2021 EPS results may also weigh on equity performance, with S&P Global
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Market Intelligence estimates anticipating just 0.2% year-over-year EPS growth within
the S&P 500 Utilities sector, the lowest among other S&P 500 sectors.

Avangrid Inc. continued to underperform multi-utility equities — declining 6.3% in
January — as it seeks to push its acquisition of PNM Resources Inc. over the finish
line. PNM has appealed the New Mexico Public Regulation Commission's Dec. 8,
2021, order rejecting the companies' proposed business combination, and the
companies' merger agreement has been extended to April 20, 2023. The PNM
shares declined 1.8% in January.

Electric utilities declined 3.0% on average in January, driven by NextEra
Energy Inc.'s approximately 16.3% decline on news that President and CEO Jim Robo
plans to relinquish his leadership role, effective in March. The news accompanies
NextEra's fourth-quarter 2021 earnings report that saw EPS increase more than 10% to
$2.55. Management also lifted its 2022 EPS outlook to a range of $2.75 to $2.85 from
$2.55 to $2.75.

After closing out 2021 with an average 11% rise in December, water utility stocks
retreated in January — possibly on profit-taking — with sector names declining 9.4% on
average. Middlesex Water Co. and American Water Works Co. Inc. fared worst,
declining 15.8% and 14.9%, respectively. Looking ahead, authorized return on equity
trends will continue to be a focus for investors. ROEs will likely remain constrained in
2022 as regulators focus on ratepayer impacts, which could impact water utility equity
performance and valuation throughout the year. For additional detail, see the Jan. 21
RRA Regulatory Focus report, "Noteworthy water utility regulatory items to watch in
2022."

Utility monthly average share price change (%)
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Price-to-earnings trends

With the energy utility sector's stock price outperformance in January, the forward
share price-to-EPS multiple between the S&P 500 Utilities and the S&P 500 converged
to just above 20x at month's end; utilities had traded at an approximately 4% discount to
the S&P 500 in November 2021, and an approximately 9% discount for several months
prior as investors favored other S&P 500 sector stocks amid improving U.S. economic
conditions.

Within the electric and gas utility sectors, calendar 2023 P/E multiples declined
2.3% on average, weighed by respective sector outliers NextEra Energy
and Chesapeake Utilities Corp. The Chesapeake Utilities shares have underperformed
energy utility stocks two of the prior three months. The Dover, Del.-based gas utility is
scheduled to report fourth-quarter 2021 financial results on Feb. 23, with S&P Capital 1Q
consensus EPS estimates projecting a 6.5% increase to fourth-quarter EPS to $1.32.
More generally, sell-side analysts anticipate mixed EPS results within the gas utility
sector: as of late January, analysts expected just over half of nine gas utility operators
to report year-over-year EPS increases this earnings season, according to S&P Capital
IQ consensus estimates.

Atmos Energy Corp. was the lone gas utility to see 2023 P/E multiple appreciation
in January, with the stock trading at nearly 18x 2023 estimated EPS, a 1.5%
improvement from December 2021. The company is scheduled to report fiscal first-
quarter EPS on Feb. 9, with S&P Capital IQ consensus EPS estimates projecting an
8.2% increase to $1.85.

The quadrant chart below shows how the RRA utility universe appears when
comparing the P/E ratio and the estimated long-term earnings growth rate. A sizeable
portion of utility 2023 P/E multiples remained largely in the upper-left quadrant
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throughout 2021 and into 2022, suggesting the names could be relatively undervalued
considering their lower P/E values and long-term earnings growth potential.

Valuation quadrant: EPS growth forecastvs. forward F/E
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Share price volatility:

Smaller-cap companies generally have lower trading liquidity and therefore, all
other things being equal, tend to have more significant share-price swings than larger-
cap equities. An analysis of the standard deviation of log-normalized daily price returns
for utility stocks over the last year supports this thesis, with the generally smaller-cap
gas and water utility sectors displaying the highest average price volatility.

Share price volatility within the electric utility sector remained stable at
approximately 16.7%, with several exceptions, including NextEra Energy's increase to
48.2% from 15.8%, and FirstEnergy Corp.'s decline to 8.3% from 10.7%. Gas utility
share price volatility decreased to 18.5% from 19.8%, while multi-utility share price
volatility decreased to 15.6% from 16.6%.

Gas Utilities Get to Work Piloting Hydrogen Use

in Distribution Systems
by Tom DiChristopher — S&P Global Market Intelligence — Mar. 10, 2022

Hydrogen pilot project updates from gas utilities show that the industry is starting to
execute on its plans to demonstrate the fuel's ability to decarbonize distribution
systems.

Some of the more than two dozen projects announced since 2020 are preparing to
get underway, while others are already producing data and yielding lessons for
operators, according to S&P Global Commaodity Insights' review of quarterly earnings
conference calls. The opening months of 2022 also saw one of the sector's hydrogen
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leaders, Southern California Gas Co., ramp up its commitment to the low-carbon fuel
beyond pilot projects.

Announced US hydrogen pilot projects
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On Feb. 17, SoCalGas announced that it aims to build a dedicated hydrogen
pipeline system in the Los Angeles area. The Angeles Link, billed as the largest green
hydrogen infrastructure network in the nation, would be part of SoCalGas' effort to
develop a green hydrogen hub in the Los Angeles Basin.

The support for the project among various California stakeholders illustrates that
"clean molecules have a big role to play in this energy transition," Kevin Sagara, utilities
group president at parent company Sempra, said during a Feb. 25 call.

Hydrogen advocates have long said dedicated pipelines will be necessary to link
supply and demand once the market achieves scale. Most gas utilities, including
SoCalGas, have focused on blending hydrogen into existing gas infrastructure.
That strategy is cost-effective, but today's gas grid can only handle limited
hydrogen volumes withoutcompromising pipeline integrityor end-use appliances.

Hydrogen blending projects advance

Dominion Energy Inc. is continuing to pilot hydrogen blending in Utah. Based
on early assessments, the company's distribution system can handle at least a 5%
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blend of hydrogen, and potentially up to 10%, without adverse impacts on appliance
performance, leak surveys, system safety or secondary emissions, Dominion Chairman,
President and CEO Bob Blue said during a Feb. 11 call.

Hydrogen blending is one pathway through which Dominion aims to achieve its
newly announced goal of reaching net-zero Scope 3 greenhouse gas emissions, which
are tied to ratepayers' gas consumption, Blue said.

CenterPoint Energy Inc. is preparing to start up its green hydrogen blending pilot in
the Minneapolis area, CFO Jason Wells said during a Feb. 22 conference call. The
company plans to produce green hydrogen for injection into its distribution system at
low volumes, allowing it to safely assess the risk of leakage and the impact on pipes
and appliances.

The company took delivery of an electrolyzer, which splits water into oxygen and
hydrogen, in January and expects the pilot to get underway in the coming weeks,
CenterPoint spokesperson Ross Corson said in an email.
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As Northwest Natural Holding Co.'s western Oregon pilot project advances, the
company has explored blending either green hydrogen or synthetic gas into its
system. Northwest Natural has proposed making synthetic gas by pairing green
hydrogen with waste carbon, known as methanated hydrogen. Unlike hydrogen,
synthetic gas releases carbon when burned, but it is also interchangeable with natural
gas in distribution systems, according to Kim Heiting, senior vice president of
operations and chief marketing officer at Northwest Natural.

Analysis by Northwest Natural found that synthetic gas could be cost-competitive
with renewable natural gas if produced at scale at zero-carbon electric power plants,
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Heiting said during a Feb. 25 call. Asked whether subsidies would be necessary,
Heiting acknowledged that synthetic gas projects would likely require federal incentives
to drive down hydrogen costs.

Power generation pilot yields gas distribution lessons

During the reporting period, Chesapeake Utilities Corp. announced that it
successfully completed its hydrogen blending pilot project at a Florida combined heat
and power plant. On the power generation side, Chesapeake is validating the project's
emissions reductions and assessing the blend's impact on the plant's gas turbine and
other equipment. The company plans to replace the turbine in 2022 with one capable of
handling a 20% hydrogen blend, Chesapeake President and CEO Jeff Householder
said during a Feb. 24 call.

But the company also designed the program to refine the practices necessary to
safely inject hydrogen into a gas distribution system. It injected hydrogen into a
modified interconnection point and delivered the gas blend into the plant through
existing steel service mains.

"This was an important first step in demonstrating that hydrogen can play a
significant role in providing lower-carbon energy options to industrial customers,"
Householder said. "We believe there are numerous opportunities to provide hydrogen
to assist customers in their emissions reduction efforts."

WEC Energy Group Inc. announced that it will pilot hydrogen blending at one of its
gas-fueled reciprocating internal combustion engine units in Michigan's Upper
Peninsula. The plan is to pilot a maximum 25% hydrogen blend in the power plant,
WEC Executive Chairman Gale Klappa said during a Feb. 3 call.

The company is optimistic that the project will demonstrate that hydrogen, when
paired with reciprocating internal combustion engine technology, "could be a major
player going forward in decarbonizing the economy," Klappa said.
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California Green Subsidies Boost New Biofuel
by Phred Dvorak — WSJ — Feb 22, 2022

Clean Energy Fuels Corp., a major distributor of natural gas made from waste,
found a way to boost its earnings by millions of dollars, nearly overnight.

All it had to do was switch the main biofuel it supplies to power cars and
trucks in California — a type of natural gas produced with methane emissions from
garbage — to a chemically identical gas produced from cow manure.

California’s clean-fuels grading system gives cow-poop gas a much better
score—and much higher subsidies—than landfill gas. So that substitution could net
Clean Energy an additional $70 million in earnings before interest, taxes,
depreciation and amortization by 2026, the company estimates. “It is like magic,” said
Andrew Littlefair, Clean Energy’s president and chief executive, of the projected
earnings boost.

Together with BP PLC and TotalEnergies SE, Clean Energy is pouring
hundreds of millions of dollars into gas production on dairy farms. A host of
developers, financiers and carbon-conscious corporations, from Chevron Corp.
to Amazon. com Inc., are looking to buy or produce the fuel as well.
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The surging interest in dairy renewable natural gas shows how incentives
can spur action to address the emissions linked to climate change — and sometimes
unintended consequences. Until a few years ago, the gas, which is
interchangeable with conventional natural gas and can replace dirtier fuels like
diesel, was a niche product that was too expensive to make commercially.

California’s subsidies prompted what some observers are dubbing a manure gold
rush. One developer said he showed up at a dairy only to discover that the farmer had
gotten more than 10 pitches for business tie-ups. Others said competition for business
has gotten so heated that some developers are promising to pay farmers a fixed
amount per cow — a risk if the price of the California credits plummets.

Driving the boom is California’s Low-Carbon Fuel Standard. The standard
requires companies that sell transportation fuels in the state to lower their products’
carbon intensity — the carbon dioxide emitted during manufacture, distribution and
consumption. Companies that exceed the carbon-intensity maximums have to buy
offset credits. Those with low-scoring fuels generate credits, whose price goes up and
down depending on demand.

California Bioenergy LLC, which develops projects to make energy out of
manure, in 2016 received the first provisional carbon-intensity score — around negative
270 — for a dairy-gas facility. Diesel by comparison has an average carbon-intensity
score of more than 100. CalBio, as it is known, has 41 dairy-gas projects in
operation and another 60-odd projects in development.

Its latest project to go online is the 1,500-cow Rib-Arrow Dairy in central
California, where manure is flushed from the stalls into a covered lagoon, called a
digester, so the methane can be collected for processing rather than released into
the air. That raw biogas, which is around 60% methane and the remainder mostly
carbon dioxide, is piped to a central facility that collects gas from a cluster of
dairies in the area and purifies it for injection into the local utility’s pipeline.
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David Ribiero, left, co-owner of Rib-
Arrow Dairy, in central California,
said methane sales have become
economically feasible.

David Ribeiro, a third-generation
co-owner of Rib-Arrow, said he was
approached by digester salesmen,
but adding the gas sales to the
environmental benefits finally made
everything economically feasible.

There are 116 such facilities

& - operating in the U.S. — more than

half of which went online last
year—and another 121 planned or
in construction, according to the
Coalition for Renewable Natural
Gas, a nonprofit that promotes gas
made from waste.

The market is likely to

meaning it’s the cleanest— on California’s clean-fuels scale. remain small compared with

Gasoline, Renewable Landfill
Diesel diesel gas

Hydrogen Electric
vehicle

Carbon intensity scores for
transportation fuels”

Grams of carbon dioxide equivalent per
megajoule of energy

*Under California’s Low Carbon Fuel Standard
Sources: Clean Energy Fuels; California Air Resources Board

Dairy gas

100 the U.S.'s overall appetite
for natural gas. Even in an
optimistic scenario, biogas
from manure would supply
around 3% of today’s
demand by 2040, according
to a 2019 study
commissioned by the
American Gas Foundation.

Still, Clean Energy
said it is working on more
than a billion dollars
worth of deals through its
dairy-gas joint ventures with
-300 BP and Total, and that it
hopes to channel more than
$2 billion in investment by
2026.

Chevron committed

around $500 million to develop renewable natural-gas supply, starting with dairies.
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Amazon set a deal with Clean Energy to buy biogas for its trucking fleet; it declined
to comment.

Higher Meat Prices Boost Tyson
by Patrick Thomas — WSJ — Feb. 8, 2022

Processing company says demand outpaces its ability to supply products

Escalating meat prices haven’t slowed restaurant and retailer demand for meat,
Tyson Foods Inc. executives said, as rising prices helped to more than double the
company’s quarterly profit.

Tyson, the biggest U.S. meat processor by sales, said that orders for beef,
chicken and pork continue to outpace its ability to supply products, with its plants still
short on workers. Raising wages and expanding benefits to recruit and retain staff is
helping drive meat prices higher, Tyson said, along with transportation and other costs.

Over the three months ended Jan. 1, Tyson said its average beef prices rose by
nearly one-third compared with the same period a year earlier, while pork prices
increased by 13% and chicken by about 20%.

“We’re seeing inflation across our supply chain,” Chief Executive Officer Donnie
King said on a call with reporters.

Tyson and other U.S. meatpackers are under pressure to keep up with surging
demand from supermarkets and reopening restaurants.

A nationwide labor shortage has left many processing plants understaffed
and unable to keep up, leading to higher prices and shortages of some products,
industry officials have said.

The Arkansas-based company said it raised prices across its business units in its
fiscal first quarter as its cost of goods sold increased 18% from a year ago. Freight
costs rose 32%, the company said, and rising wages and additional employee
benefit programs to improve staffing, such as subsidizing child care, pushed labor
costs up 20%.

Inflation throughout the supply chain is leading to higher prices for many products
and services in a variety of industries, especially food. U.S. inflation hit its fastest pace
in nearly four decades last year.

Rising food prices are leading some consumers to seek out cheaper groceries and
discounts, supermarket operators have said, with some shoppers buying more store-
brand meat and trading down from beef to less-expensive alternatives such as chicken
or pork.

Despite higher prices, consumer demand for its products has stayed strong,
Tyson executives said.



Docket No. UG 435 Staff/108
Muldoon/62

“We’re not asking customers or the consumer ultimately to pay for our
inefficiencies, we're asking them to pay for inflation,” said Mr. King, a three-decade
veteran of the company who took over as Tyson’s CEO in the summer of last year.
“The rest of what we do is we try to find ways to be more productive.”

The meat processor said its net income for the quarter rose to $1.12 billion from
$467 million a year ago, propelled by higher profit margins in its beef, pork and chicken
divisions. Tyson’s quarterly sales grew 24% from a year ago to $12.93 billion. The
results surpassed Wall Street expectations, and Tyson forecast continued strength in its
operations. Tyson shares jumped 12% Monday.

Tyson segment Quarterly net profit Average price change froma
revenue’ Other’ year earlier

$12 billion $1.2 billion
Prepared Beef 32%
foods
10
Chicken 20
08
Prepared
0.6 fork 13
04
Pork 13
Other* 8
2020 21 ‘22 2020 21 ‘22
*Excludes intersegment eliminations fIncludes international sales Sources: S&P Capital IQ (revenue, profit); the company (price change)

Despite continuing labor shortages in its meat plants, Tyson said it has largely
moved past the recent surge of Covid-19 infections from the Omicron variant that
stretched workforces from processing plants to grocery stores.

“We’re back to normal levels,” said Mr. King. “We think our vaccine mandates
served us well.”

Tyson said it plans to spend about $2 billion mainly focused on increasing
production capacity and automation capabilities in its plants in its 2022 fiscal year.
Covid-19 infections among meat-plant workers have deepened the U.S. meat industry’s
long-run- difficulties keeping plants fully staffed, leading meatpackers like Tyson to
increase investments in automation.
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Operating income margins in Tyson’s beef business grew to 19% in the most
recent quarter, compared with 13% in the same period a year ago. Sales volumes in
beef declined about 6% as the company struggled to staff its plants to keep up with
higher demand, company officials said.

Tyson’s chicken business margins over the quarter improved to about 4% from
being negative a year earlier, and sales increased 37% to $3.9 billion for the quarter.
The top U.S. chicken company said it expects higher chicken volumes in 2022 as it
focuses on running its plants more efficiently, and hatching rates improve among chicks
to be shipped to farms.

The meat industry’s rising profit margins have drawn the ire of the White House. In
January, the Biden administration outlined tighter regulations for U.S. meatpackers,
accusing the industry of using its scale to inflate Americans’ food bills. The steps
outlined range from funds for regional meat processors to help them better compete
with big companies, to stricter rules for livestock purchasing and meat labeling, which
are aimed at supporting U.S. farmers and ranchers.

Meat companies have said their results reflect market forces that have arisen from
persistent supply chain problems and labor shortages, which have constrained meat
production as the economy recovers from the pandemic.
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Tyson Replaces CEO Dean Banks after Eight Months on the Job
by Jacob Bunge — WSJ — Jun 2, 2021

Company veteran Donnie King to take top post after Banks leaves for personal
reasons.

Tyson Foods has been contending with production constraints from Covid-19.

Tyson Foods Inc. replaced its chief executive officer after about eight months
on the job as the top U.S. meat company contends with production constraints and
fallout from Covid-19.

Dean Banks stepped down from the CEO role and from Tyson’s board of directors,
the company said on Wednesday. He was succeeded immediately by Donnie King, a
three-decade veteran of the Arkansas company who earlier this year was named chief
operating officer.

Mr. Banks decided to leave Tyson for personal reasons, the company said. He
didn’t immediately respond to a request for comment. Mr. King wasn’t available for an
interview, a Tyson spokesman said.
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Left: New CEO Donnie King is a three-decade Tyson veteran named
chief operating officer earlier this year.

The abrupt change at the top of the largest U.S. meat processor
by sales makes Mr. King Tyson’s fifth chief executive in as many
years. A Tyson spokesman said that while the CEO plays an important
part, the company’s leadership team is also responsible for driving
Tyson forward.

“The board and | know that Donnie has a deep understanding of
our business, values and culture and the solid leadership skills needed to continue to
implement our strategy and deliver strong results,” said John Tyson, chairman of Tyson
Foods’ board and a controlling shareholder.

Tyson’s workers and plants were among the hardest hit in the spring of 2020
as Covid-19 infected thousands of meat-packing employees across the U.S.,
leading the company to spend hundreds of millions of dollars on protective measures
and bonus pay. As the U.S. economy rebounds from the pandemic, Tyson has
struggled to meet demand for staples like chicken, with understaffed plants and
trouble with breeding flocks leading the company to purchase meat from
competitors to fill orders.

Mr. King joined Tyson in 1982, managing chicken plant operations and supply
chains before running Tyson’s North American operations and its international business,
which Tyson has been expanding recently through acquisitions.

Left: Dean Banks stepped down from the CEO role and from Tyson’s
board of directors.

Mr. Banks was an unconventional choice to take over
leadership at Tyson last year in the midst of the pandemic. A former
Silicon Valley tech executive who worked at Alphabet Inc.’s high-
tech incubator X, Mr. Banks joined Tyson’s board in 2017 and
became president of the company in December 2019.

He took over as CEO in October 2020, with Mr. Tyson praising
his background in technology and healthcare as the company ramped up investments
in automation and worker safeguards. A Tyson spokesman on Wednesday declined
to provide further details on Mr. Banks’ departure, citing respect for Mr. Banks’ privacy.

Tyson reported in May that net income grew about 7% in the six months ended
April 3, with sales rising slightly. Tyson’s share price rose about 35% since Mr. Banks
took leadership of the company in early October, compared with a 25.5% rise in the
S&P 500 stock index.
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Atmos Energy started fiseal 2022 on a
good note. (Years conclude September
30th.) First-quarter share net of $1.86 was
99 abave the fiscal 2021 total of $1.71.
One supporting factor was the distribution
division, aided by favorable rate case out-
comes and an expanded customer base,
What's more, results of the pipeline and
storage unit received a boost from a GRIP
filing approved in May, 2021. A sig-
nificantly reduced eflective income tax
rate also helped the company. Even
though pandemicrelated wuncertainties
linger, we look for full-year earnings to ad-
vance around 7%, to $5.50 a share, com-
pared to fiscal 2021’s $5.12 tally. Concern-
ing the following year, share net may grow
at a similar percentage rate, to $5.90, as
operating margins expand further.

There’s enough liquidity to satisfy
various commitments for a while,
When the first quarter ended, cash stood
at $264 million. Also, long-term debt was
reasonable (40% of total capital) and short-
term: borrowings did not seem to be a big
hurdle. Moreover, $3.2 billion in common
stock and/or debt seccurities remained
available for issuance (out of $5 billion)

under a shelf registration statement expir-
ing in June, 2024, Lastly, Atmos can ac-
cess four revolving credit facilities ag-
gregating $2.5 billion plus a $1.5 billion
commercial paper program,

Capital expenditures for this year ave
anticipated to lie between $2.4 billion
and $2.5 billion. (That’s 24% higher than
the fiscal 2021 figure if the midpoint of
this range is used,) Almost 90% of the
funds are being utilized to enhance the
safety and reliability of the company'’s nat-
ural gas distribution and transmission sys-
tems. Leadership adds that it projects to-
tal capital spending from fiscal 2022
through fiscal 2026 to be between $13 bil-
lion and $14 billion. A major portion of the
investments will continue to be allocated
to where they are presently. Assuming
that finances stay healthy, Atmos ought to
have little trouble achieving those goals,
The stock possesses unspectacular
long-term total return potential, Given
recent price strength, upside possibilities
don’t impress. Too, the dividend yield is
below the average of Value Line’s Natural
Gas Utility group.

Frederick L. Harris, III'  February 25, 2022
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4.50
4.95
200

39.20
10.35
5.20
216

Revenues per sh
“Cash Flow™ per sh
Eainings persh A
Div'ds Decl'd per sh Ba

487
11.08

300
12.02

1.89
14.89

3.18
1584

8.47
2345

6.72
19.28

13.50
56.15

138
46.65

11.60
52.75

Cap'l Spending per sh
Book Value per sh

10.63 1024 1409

1429

1446 15.27

18.50 | 19.60 |Comman Shs Cutst'g© | 23.50

178
97
3.8%

142
85
4.1%

142
45
4.1%

36%

122
.78
39%

181
96
2.2%

15.6
88
2.9%

1.4

2,4% 1.9%

22.5
1.25
1.8%

Avg Ann'l P/E Ratio
Relalive PE Ratlo
Avg Ann'l Div'd Yield

Bold g
Value
eslin)

res arg
Line
ates

LT Debt $508.5 mill,
coverage: 5,3x)

Pid Stock None
Pension Assets-12/20 560.6 mill

Common Stock 17,604,196 shs,
as of 1H1/21

LT Interest $25.0 mill,
(LT interest eamed: 5.3, total interest

WARKET CAP: §2,3 billion (Mid Cap}

CAPITAL STRUCTURE as of 9/30/21
Tola) Debt $713.7 mill. Due In § Yrs $270.0 mill,

498.8
3.1

473.6
61.1

4443
328

453.2
40.2

498.9
447

M5
100

489.2
708

850
2.8

1450
155

Revenues ($mill)
Net Profit {$mill)

25.6%
12.7%

40.2%
74%

33.9%
1.2%

39.5%
8.8%

38.8%
9.0%

26.6%
13.4%

28.0%
0.7%

Income Tax Rale
Net Profit Margin

25.6%
14.58%

25. 5%
15.3%

26.0%
14.2%

{40% of Cap'l)

Leases, Uncapltalized Annual renfals 52,0 mifl,

43.9%
56.1%

29.7%
03%

345%
85.5%

204%
70.6%

23.5%
76.5%

40.6%
60.0%

40.0%
80.0%

42.7%
57.8%

40.0%
60.0%

40.6%
80.0%

Long-Term Debi Ratio
Common Equity Ratio

Oblig. $76.5 mill,

£001.7
1463.8
7.2%

3964
631.2
8.8%

4588
689.9
8.5%

507.5
835.0
8.9%

5830
986.7
8.6%

1570
2100
70%

120586
1601.2
6.8%

1330
1750
7.5%

1508
180D
7.5%

Total Capita! {$milly
Net Plant ($mill)
Return on Tolal Cap'i

2200
2760
8.0%

10.9%
10.9%

11.8%
11.8%

120%
120%

11.2%
11.2%

10.0%
10.0%

10.0%
100%

10.1%
10.1%

10.5%
10.5%

10.0%
10.6%

11.5%
11.5%

Return an Sk, Equity
Relurn an Com Equity

CURRENT POSITION 2019

Cash Assets 7.0
Other 127.8

2020 93021

7% | 74% | 68% | 61% £.5%
4% | 40% | 38% | 40% | 39% | 45% 40%

6.2% | 65%| 6.0%] 6.0% |RetainedtoCom Eg 7.0%
38% | 39% | 40% | 47% Al Div'ds to Nel Prof 40%

3.5
1329

5.9
127.4

Current Assets 134.8
Accts Payable 54,1
Debt Due 293.0
Other 76.2

136.4
60,3
189.2
79.5

133.0
53.0
208.2
93.3

Current Liab. 423.3
Fix. Chg, Cov, 568%

326.0 3b4.5

BUSINESS: Chesapeake Utilities Corporalion consisis of two main
units. The Hegulated Enaigy segment distributes nalural gas in Del-
aware, Maryland, and Flerida; distibutes eleclsicity in Florda; and
fransmis nailusad gas on the Delmarva Peninsula and in Flerida.
The Unregulated Energy operation whalesales and dislibules
propane; markets natural gas; and provides other unregulated ansr-

gy senvices, including midstream services in Ohio. Revenue break-
down for 2020: Regulaled Energy, 72.3%; Unregulated Energy,
31.2%; Other, d3.5%. Oflicers and directors avm 2.6% of common
slock; BlackRock, 152% {421 Proxy). CEO: Jeffry M.
Householder, Inc.: DE. Address: 903 Silver Lake Boulevard, Dover,
DE 19904, Tel.: (302) 734-6799. Intermet: vawv.chpk.com.

618%  630%

ANNUAL RATES Past
of change [persh) 10 Yes.
Revenues
"Cash Flow”
Earnings
Dividends
Book Valus

1
7.

9.5%

Past Eslt'd '18-'20
5Yis.
0%

10'25"27
5%

Cal-

endar |Mardl Jund0 Sepdd

QUARTERLY REVENUES (§ miik)

Dec.3l

2019
2020
2021
2022
2023

1605 945 926
1827 71 1014
1912 1111 1073
210 Mo 135
27 183 157

132.0
137.0
145.4
165
188

EARNINGS PER SHAR
Mard1 Jun30 Sep.30

Cal-
endar

LA
Dec.3i

2019
2020
2021
2022
2023

1.75 B 38
1.77 £4 56
1.96 .78 1
205 6 N/
212 9 .78

3.72
4.29
4.70
4.95
5.20

1.04
124
1.25
1.30
135

Gal-

endar ;Mar31 Jun3® Sep3d

QUARTERLY DIVIDENSS PAID On

Full

Dec.d1| Year

2018
2019
2020
2021
2022

425 325 %
a7 37 A0S
A05 405 44
44 A4 48
A8

149
1.55
1.69
1.84

37
A0S
A4
A8

Chesapeake  Utilities  Corporation
stands to deliver better profits in
2022, (Note that fourth-quarter, 2021
numbers were not available when this
report went to press.) One contributor
ought to be the Regulated Energy division,
supported by pipeline expansions by the
Eastern Shore and Peninsula Pipeline op-
eralions, plus incremental benefits from
the purchases of Elkton (Gas and Escambia
Meter Station. Also, we expect the per-
formance of the Unregulated Energy unit
to get a lift from higher retail propane
margins per gallon, acquisitions, and a
rise in demand for Marlin Gas Services’
CNG transportation services. Though
COVID-19 has nol vanished, fuli-year
share net may advance arocund 5%, to
$4.95, compared to our 2021 target of
$4.70. Concerning 2023, the bottom line
ought to rise at a snm]al percentage 1ate,
to $5.20 a share, as operating margins
widen further.

There has been movement on the ac-
quisition front. Chesapeake just bought
the propane business of Diversified Energy
Company (with 19,000 residential and
commercial customers), expanding its foot-

print into the promising North Carolina
and South Carolina markets. Financial
terms were not disclosed, but we estimate
that the deal will add several ceunts to
2022 share net and be increasingly accre-
tive to earnings thereafter,
Capital spending for Iast year was ex-
ected to be between $185 million and
$200 million. (That’s around 16% higher
than the 2020 figure of $185.5 million if
the midpoint of this range is used.} Around
75% of the investments were deployed to
the Regulated Energy unit, with a focus on
the natural gas distribution and transmis-
sion operations, Leadership adds that it
looks for total expenditures to be $750 mil-
lion—%$1 billion for the five-year period be-
tween 2021 and 2025. We believe the com-
pany can accomplish those goals if, of
course, the balance sheet remains in sonnd
condition.
The equity holds unspeetacular total
return potential over the 2025-2027
period. Capital appreciation possgibilities
are subpar., The dividend yield does not
stand out, either. Meanwhile, these shares
are neutrally ranked for Timeliness.
Frederick L. Harvis, IIl February 25, 2022

{A) Diluted shrs, Excludes nonrecurring ilems:
'08, d7e; '15, Be; '17, 87¢. Excludes discentin-
ued cparalions: '19, 24¢; '20, 5¢. Quanters for | Apil, July, and October. m Dividen

Next earnings reporl due earctly
{B) Dividends histarically paid i

hiay.
n eaﬂ!
reinvest-

2019 don't equal lotal because of rounding. | ment ptan. Direct stock purchase plan avail-

@ 2022 Va'ue Line, Inc. AH righls reserved. Factuai malerial Is obla'ned from sources beeved 1o be refable and is provided withotl wasrantss ol an
THE PUBLISHER IS KOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publcaton s sticky Tor subscriber's aan, ron-commercial, intemal use.
of it may ba reproduced, resoid, stored of wansmtted in any prin‘ed, edelron'e ar cther fom, o us
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January, | {C) in millisns, adjusted for spit.
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Stock's Price Stability
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RECENT PIE Trailing: 16.8 '} |RELATIVE DIV'D 0
NEW JERSEY RESIE NYSE-NJR PRICE 40-30 RATIO 17.5 Kedian: 17,0 /| PIE RATIO 0.99 i 3.6 /0
sis High:| 2521 251 | 238{ 321 341 389| 454| 518| 512] 447 | 444| 413 i
THEUNESS 3 msssargre | M) 2081 200 2881 SR0) BRG] 2| S3| 8| N0E| AT w4 Bl Toss Sose a0
SAFETY 2 Loered 417120 LEGENDS
—— 0.40 x Dividends p sh
TECHNICAL 3 Reised 1R12 dided by Inleres! Rate 80
«»+ Relatve Prce Strength 2-for-§ u 60
BETA 100 (1.00 = Marken) 2o 51 s - - — T o= £
ns: T g T
18-Month Target Price Range | Shecsd area incrzat T S W el By oty o s
LowHigh Midpoint % fo Mid) oo e : lﬂl/r“ 1. 20
27648 538 (6%} P T 1 N TP P TEO ‘ go
(L U -
2527 PROJEGTIONS . |* " P - 1
. Anp't Tota [ e, . oo |
ich P5"5°° G;Si“/ B’E‘;ll/m e P i A R I b i 10
i 0, o .. ETNCY o g -
[ & R | — % TOTRETURN 422 |/~
institutfonal Decisions T THS VAR
e 0w 3 : stock poE |
by 105 102 09| heeent 80 I N Ty 19 5y [
to 130 130 121| jaded 10 ) ay. 80 568 |
i) 68468 68600 66131 5y 245 755
200612007 | 2008 | 2009 | 2010 | 2011 [2012 {2013 | 2014 [2015 |2016 |2017 (2018 |2019 [2020 (2021 | 2022 | 2023 [ ©VALUELINE PUB, 11| 25-27
3981 3631 4537 3147 3205) 3630| 2708 3838 4440 | 3209 | 2190 ( 2628 | 3324 | 2901 | 2039} 2271 | 2465 2510 |RevenuespershA 27,26
1.37 1.22 1.B1 1.58 1.63 1.70 1.86 1.93 273 2.52 246 268 372 289 130 336 365 3,70 |"Cash Flow” per sh 4.20
93 .78 1.35 1.20 1.2 1.29 136 137 2.08 1.78 161 173 272 1.26 2.07 2.16 230 2.35 |Eaznings per sh @ 270
48 51 56 62 68 2 J7 81 86 93 98] 1M 111 1.19 127 136 145 | 149 |Div'ds Decld per sh Sn 1.76
.64 73 .86 S0 105 A3 126 133 452 376 415 38O | 439 | 583 | 465] 542| &35 530 |Cap'l Spending per sh 550
7501 775 884 829 881 936 980 1065 1948 | 1299 | 1358 | 1433 | 1648 | 1737 | 19.26 | 1748 | 18.70| 19.80 |Book ValuepershP 22.80
8288 1 8322 | 8442 B3.17| 8235 8283 8305 8332 8420 8519 6585 | 8632 | 5769 | 8934 | 958G | 94.95| $800| 99.00 |Common Shs Outsl'gE 3 100.00
81 26| 123 149 50| 68] 63| 601 17} 66| 23] 24| 156 243 12,7 | 175 | Bold fighves are | Avg Ann'l PJE Ratio 170
871 115 4 99 851 108F 107 90 62 B 112 113 B 129 91 k] ValueiLine | Relafive PfE Ralio 95
2% 80% | 83% | 851 7% | 88% . 84% | A7% 1 85% | 30% | 29% | 2 | 26% | 25% | as% | 36% | P | Avg Aonl Divd Yield 4.0%
CAPITAL STRUCTURE as of 12131121 22489 [ 31981 { 37301 | 2734.0 [ 1880.9 | 2268.6 | 29151 | 2592.0 | 1853.7 | 2156.6 | 2415| 2485 |Revenues {$millj & 2715
Talal Debt $2636.6 mill. Due In 5 Yes S42.8 mill. | 4104 | 1737 | 1768 | 1637 | 1381 | 1494 | 2405 | 1750 | 1062 | 207.7( 225| 235 |Net Profil (§mifl 27
:?;Tclnggtoﬁfﬁ;l?ﬁpm{ze T tntorest 5786 mill 7% | 254% | 30.2% | 263% | 165% | 17.2% | -- | -~ | NMF | H03% | 50% | 54% [income Jax Rale 504
(LT nleres! eamed: 5.0 boal interest coverage: | 50% | 36% | 47% | 56% | 73% | 66% | 82% | 67% | 100% | 0% | 04% | 100% |NetProfitfargin 10.0%
5.0x) 30.2% | 36.6% | 38.2% | 422% | 47.7% | 44.6% | 45.A% | 498% [ 55.1% | 57.0% | 57.5% | 57.0% |Long-Term Debt Ratio 57.5%
Pension Assels-3/21 $469.5 mil. . 60.8% | B34% | 61.8% | 56.8% | 52.3% | 55.4% | 54.6% | 50.2% | 44.9% | 43.0% | 42.5% | 43.0% |Common Equity Ratio 2.5%
Oblig. $640.2 mil. {73350 | 1400.3 | 1564.4 | 19506 | 2230.1 | 2233.7 | £600.6 | 30885 | 41042 | 37036 | 4335 | 4560 |Tolal Capilal (Smif) 5230
Fid Stack None 14848 | 16431 | 18843 1 21283 | 2407.7 126007 [ 26550 | 30412 [ 39830 | 42125 | 4145|4225 [Net Plant {Smil) 4485
Cormmon Stock 96,061 402 shs 9%% | G0% | 12.1% | 86% | 6% | 77% |10.1% | 64% | 56% | 65% | 65%| 60% [RelumonTotalCapl | 65%
as of 131722 o ' 138% | 12.8% | 18.3% | 13.8% | 11.8% | 12.1% | 16.8% | 11.3% | 10.6% | 12.7% | 12.5% | 12.0% |Relurn on Shr, Equity 120%
WARKET CAP: §3.9 hillion {Mid Cap} 138% | 12.8% | 18.3% | 13.8% | 11.8% | 12.1% | 16.8% | 11.3% | 10.6% | 12.7% | 12.5% | 12.0% |Relurn on Com Equity 12.0%
GUI?SFI%P‘\‘-T]' POSITION 2020 2021 14311 62% | B2% | 110% | T0% | 48% | 5.0% | 10.2% [ 4.6% 4.3% | 56% ! 45% 4.5% |Relained fo Com Eq 4.5%
HILL, 55% ¢ 9% | 40% | 50% } 60% | 5O% | 40% | 50% 60% | B6% | &63% | 63% |AllDiv'dsfoNet Prof 63%
Cash Assets 117.0 4.7 1.3
Other 505.3 _629.6 _753.0 | BUSINESS: New Jersey Aesources Carp. is a holding company vides unregulated refailwholesale natural gas and related energy
Current Assels 622.3 6343 760.3 | providing retalliwholesale energy sves. lo customers in NJ, and in  sves. 2021 dep. rafe: 2.4%. Has 1,251 empls. Oft/dir. ovm less
states from the Gulf Coast to New England, and Canada. New Jer-  than 1% of common; BlackRock, 15.3%; Vanguard, 10.8% (12721
Accls Payable 270.1 4296 3537 | cop Natural Gas had 564,000 cust. at 9/3082%. Fiscal 2021 volume:  Proxy). CEQ, Fresident & Cireclor; Steven D. Westhoven, In-
Debt Dug 152.6 450.1 5624
Olher $11.0  t71.7 18t.7 | 112 bil. cu. ft. (20% interruptible, 61% residential, commercial & corporaled: New Jersey. Address: 1415 Wyckoff Road, Wall, NJ
Eurrent Liab, %337 Jj051.4 1007.6 | fim tansportation, 19% other). N.d. Natural Energy subsidiary pro- 07719, Telephone: 732-938-1480. Web: wwnv.njresolirces.com,
Fix. Chg. Gav. 5456% 545% _550% | New Jersey Resources is off to a good an annual increase of about 12%. This
ANNUAL RATES  Past Past Est'd'19-21| gtart in fiscal 2022 (ends September ought to stem from solid improvements in
dcangapersh) W0y, SYis,  WE3 | 30th). The company’s top line advanced both the Utility and Nonutility operations,
“Cash Flow" 70% 45%  45% | 48.8%, to $675.8 million, handily besting The modest rise in volumes should help to
Earnings 50% 25%  45% | our call of $510 million. This sharp rise improve overall cost absorption. And we
Dividends 65% 85%  50% | yeflected hefty volnme increases at the continue to look for NJR to post a roughly
Book Value 75% T0%  4.0% X 1 Pt s . o s . .
- - Natural Gas Distribution and Energy 6.5% earnings gain this year, to $2.30 a
F‘z’ggerzl QUARTEALY REVEHUES {5 mill} 4 F’l:gglal Services units. In fact, operating revenues share, which is near the top end of man-
Ends |Decdl Mardt Jund) Sep30| vear | in those divisions climbed 40% and 609, agement’s reiterated guidance range of
gggg g};g gggg gggg igg} ?gggg respectively. L(’{ox'eover, the NJNG utiéity $2.20-$2.L13.0. Meanwhile, we have initiated
. : : : /[ business added 1,730 new customers dur- our fiscal 2023 top- and bottom-line es-
2021|4543 8022 367.6 5325 21?'5-6 ing the quarter. The Clean Energy Ven- timates at $2.485 billion and $2.35 a
gggg 25508 g‘;g j‘;g 3‘;;2 gjgg tures arm was also nicely complementary share, respectively,
to the overall business mix. Alternatively, At this juncture, sharves of New Jersey
Fisoal |  EARNINGS PER SHARE A ® ful | the Transportation & Storage segment Resources do mot stand out for the
Ends [Decdl Merd1 Jund0 Sep30| Year | registered a year-over-year decline in short or lomg term. Qur Timeliness
2009 (61 127 420 29 195 yolumes. On the profitability front, total Ranking System has the stock pegged to
2020 4112 408 S7 [ 2071 expenses increased 30 basis points as a mirror the broader market averages in the
ggg; ég 11% ddﬁ g} g}g percentage of the top line. On balance, coming year. What's more, the equity is
505 | 70 17 di3 08 | 23 these factors drove the bottﬁm line 50%{ trading near the low end of our 3- to 5.
cor. | URTERLYDRDEIBSPAD < | wal | miorwe s outionk of 805, - o o L trons Tonitod apailet oot o that
endar | Mar3] Jun.d0 Sep.30 Decdl| Year | e hetter-than-expected first-quarter time frame. Alternatively, income-seeking
2018 ) 273 273 873 2025 1] results have prompted us to raise our accounts may want to keep an eye on NJR.
gg;g g?gg g?gg gﬁ:gg gégg };? reveuug outlook for this year. We have A nﬁlar—f;erm correction in the stock’s price
E . . . . added $165 million to our top-line es- could present an attractive entry point
ggg; gggg 3325 535 3625 | 136 limate, bringing that figure t‘lj $2.415 bil- into these already high-yielding shares.
' lionn. Our revised figure would represent Bryan J. Fong February 25, 2022
{A) Fiscal year ends Sept. 30th. reporl due early May. (D} Includes regulalory assets in 2021: $522.1 | Company’s Financial Strength A
{Bj Diluted eamnings. (ily. revenuss and egs. | {C) Ehidends histoscally paid in eary Jan., million, $5.49/shara. Stock’s Price Stability 85
may net sum to total due to rounding and April, July, and October, = Dividend relnvest- | (E) In millions, adjusted for splits, Price Grovilh Persistence 50
change in shares oulstanding. Nexl ¢éamings | ment plan avaiiable. Earnings Predictability 55

@ 2022 Valie Lne, inc. Al rights reserved. Faclual malerialb is obtaned lom sowces beleved to be relable and is provded withoul waranles of any kind.
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REGENT PEE Tralling: 210} | RELATIVE DiV'D 0
NISOURCE INC. nvsen R 28,41 o 10.5(ers AN 1100 S0
THELNESS § wewsio | POV $39| 2381 3| 85| 05| WS| FF| B4 BI| Np| #5203 Toget Price Range
SAFETY 3 Lorenamiant LEGENDS
e (.50 % Dividends p sh E
TECHNICAL 3 Resed 242 dudad by Inieles! Fate 80
) -+« - Relative Price Strength 60
BETA 85 (.00 =MMarket) Oglions: Yes U I N O N DO A T R it et B I SN Gegpeyee pes—
- haded area indicales revession 50
18-Month Target Price Range =t il - 40
; b . :
Low-High  Midpoint {% to Mid} o g P EPT TI P T II']Tm e L - gg
$20531  326(-10%) T 7 T F I 2
. T R . M { o -
AREZTPROIECTIONS, gyl e || — - 15
Price Gain  Retura ' e ek 10
A T N - %
low 35 (+25% 9% - et T G < TOT. RETURN 4/22 |-7.5
Institutional Decislons - T ot e, THE VL ARMHS
1 e WAL poen g3 y STOCK  WOEX |
10 Buy 252 286 2301 ghares 2o B | Lt ] 2 [T Ty 366 15.7
fo8el 88 197  50B{ yaded 101 ay, 170 568 |
HA's00) 361666 367884 376481 Syr. 516 5.5
2006 | 2007 | 2008 | 2009 | 2010 [ 2041 2012 [2013 {2014 |2015 {2016 [2017 [2018 12019 12020 {2021 {2022 2023 | ©OVALUE LINEPUB.{1C] 25.27
2037| 2886 3236 2402 2289| 21.33) 1631 B0 | 2047 1458 | 1390 1446 | 1374 | 1363 | 11.95% 1265; 1350 74.30 |Revenues per sh 17.05
3181 320 332 29| 319 298| 313 341 360 227 21N 207 286 an a15% 3407 330} 3.55|"Cash Flow” persh 445
114 1.14 1.34 K] 1.06 1.05 1.37 1571 167 63 1.00 39 130 131 1.32 1351 150 1,65 |Earnings per sh A 240
02 g2 92 92 92 92 94 .98 1.02 83 B4 J0 .78 B0 kil 88 KL .98 |Divid Decld per sh B w 1.08
233) 288) 3541 281 2881 389} 483} 599| 6421 426] 457 503] 48[ AR 449 455| 450 4.45|Cap'l Spending per sh 435
1832] 1852 17241 1754} 17681 1771 17.80 | 1877 | 1954 ] 1204 | 1260 | 1282 | 1808 | 1336, {266 | 13.15| 13.80| 74.50 |Book Value persh © 17.70
27365 | 27418 | 274.26 | 276,79 | 279.30 | 282.18 | 310.28 | 313.68 | 316.04 | 310.11 [ 323.16 | 337.02 | 372.36 | 362,14 | 391.76 | 395.00 | 40008 | 405.50 | Common Shs Quist'g © | 415.00
19.2 iR RS 1431 153 194 179 1881 277 373 A2 pdd 03] 213 187 18.2 | Boid tiglres are |Avg Ann'l PIE Ratio 19.0
1.04 1.00 73 95 97 1.22 1.14 1.08 .19 188 | 122 324 104 1.13 56 9§]  ValugLing Relative P/E Ratio 1.05
A2 A3k, 5Py ve%| 57| A5 aEh i amni o7 | am% | 28% | 28% | 1% | 29% | a4% | 26% | VP |AvgAan Divd Yield 25%
CAPITAL STRUCTURE as of 9/30/21 5081.2 | 5657.3 { 6470.6 | 4651.6 | 4492.5 | 4874.6 | 51145 | 52089 | 46817 | 5000 | 5400] 5780 Revenues {$milly 7080
Total Deht $9623.9 mifl. Due kn 5 Yrs SEBSS'miII. 4106 49091 5307 | 19861 3781 % 1286 | 478.3 ) 5498 | 5626 525 595 660 | Net Profit (Smill} 950
imeot sgtea.2 mil. | LT Interest 379 mil B44% | 3489 | 369% | 416% | 5.0% | 710% | 107% | 170% | 183% | 19.0% | 19.0% | 180% |Income Tax Rale 19.0%
flnterest cov. eamed: 22x) - (58% of Cap) el el el el | oow| 20w 20%| 20% [AFUDC%toNetProft | 20%
Leases, Uncapltalized Annual rentals $392.7 mill. | 55.1% | 56.4% | 56.0% | 60.7% | 596% | 645% | 56.% | 568% | 61.2% | 60.5% | 595% | 53.0% [Long-Term Debt Ralio | 53.5%
Pension Assets-12/20 52.1 bill. Ohlig. $2.1 bill. 44.9% [ 43.7% | 43.0% | 39.9% | 40.2% | 36.5% | 37.9% | 36.9% | 32.9% [ 34.0% | 35.0% | 36.0% |Common Equity Ralio 41.5%
. . . 12373 ) 13480 | 14331 | 9762.0 | 10120 | 11832 ] 12856 | 13843 | 15058 | 15315 | 15680 | 16085 |Tola) Capital (Smill) 17680
Pid Stock 5880 mil.  Pid Div'd $28.5 mil. 12016 | 14365 | 16017 | 12142 | 13066 | 14360 | 15543 | 16512 | 16520 | #6750 | #7000 | 16000 et Plent (SmA) 20000
50% | 52% | 53% | 40% | 5.0% | 26% | B1% [ 53% ! 50% | 35% i 40%| 4.0% {Refurnon Total Cap’l 55%
Common Stock 392,704,678 shs. TA% | B3% | 86% | 5% | 81% | 30% | 8.3% | 02% | 56% | 85% | 95% | 10.0% iRelrnonGir. Equity | 120%
as of 10/25/21 TA% | B3% | B86% | 52% | BA% | 3.0% | 96% [ 97% [ 102% | 85% ) 85% ! 10.0% [Returnon Com Equity 12.0%
MARKET CAP: §11.2 hillion (Large Cap) 25% ) 30% ) 34% | NMF [ 30% | NMF | 40% | 38% | 3am6: 25%] 3.0% ] 35% |Aetained to Com Eq 8.5%
CU?SI:!IIEL'P)-POS”[ON 2019 2020 9f30/21 67% | 62% | 61% [ NMF| 63% | NMF| 80% i #4% 67% {1 71%; 66% | 65% |All Dividsto Net Prof 48%
Gash Assels 138.3 1165 38.5 | BUSINESS: NiSource inc. is a holding company for Norlhern Indi-  than 1%. Generaling sources, coal, 69.4%; purchased & other,
Other 17146 35429 14328 | apa Public Service Compary {MIPSGO), which supplies electricity  30.6%, 2020 reperled deprecialion rales: 2.0% electric, 2.2% gas.
Current Assets 1853.8 1659.4 4714 | and gas fo (e noraem third of Indiana. Cuslomers: 479,185 elac-  Has 7,304 employees. Chairman: Richard L. Thompson. President
Accls Payable 666.0  589.0  487.2 | pic in Indiana, 3,200,000 million gas in Indiang, Ohic, Pennsylvania, & Chisf Exaculive Officer: Lloyd Yates. Incorparaled: infana. Ad-
CD)lel%rDue }Zgg:g 1?5‘4";%’ 1332:; Kenlucky, Virginia, Maryland, thraugh its Columbia subsidiaries. dress: 601 East 86l Avenue, Marillile, Indiana 46410, Tele-
Current Liab. 47458 099704 Do4Bg | Revenue breakdown, 2020: electrical, 31%; gas, 89%; olher, less  phone: 877-647-5990, Internel: vawenisource.com.
Fix. Ghg. Cav. 250% _250% 255% | Since our November review, NiSoumree named Lloyd Yates as the company’s new
ANNUAL RATES  Past Past Est'd’18-20( stock has climbed higher, In fact, over President and CEOQ. This shift went into
?{Cﬁaﬂge(ws“) 10¥rs, 5\'15-0/ 10'?562/7 that time frame, the equity’s price has ad- effect on February 14th.
roneh e ggaf -6.0% gfﬂ‘V: vanced more than 11%. We look for revenue and earnings
Earnings 20% 05% 105% | Meanwhile, the company lilkkely regis- growth momentum to improve this
Dividends 18%  -30%  45% | tered modest gains last year. (Note: year. The NIPSCO utility recently filed
Baak Value 0% 50%  50% | The utility provider was expected to issue for a $115 million increase in its annual
cal- | OQUARTERLYREVENUES(Smil) | run | its annual financialy shortly after this base rate. Once finalized, that hike will go
endar |Mardt Jun.30 Sep.dd Decd1| Year | report went to press.) Revenues probably toward infrastructure modernization and
2019 118658 10104 9315 13972 | 52089 advanced nearly 7%, to $5.0 billion, system reliability upgrades. Meanwhile,
2020 116055 G627 9025 12110 (46817 reflecting continually inereasing contribu- theve are pending rate cases filed in Ohio,
2021 (15456 G860 9504 71509 | 5000 | tions from the Electricity and Gas Distri- Pennsylvania, Kentucky, and Maryland,
2022 1645 1085 1060 1610 15400 | hution divisions, The Northern Indiana which should help the company to recoup
2023 |1740 1180 1185 1705 | 5780 | Puhlic Serviee Company (N1PSCO) electric prior capital gprowth initiatives, as well as
Cal- EARNINGS PER SHARE A Full | utility has been performing well over the forge the way for future expansion.
endar |Mardl Jun30 Sepdf Bec.M| Yeer | past 12 months, and logging steady NiSource has roughly $10 billion in
2019 | 8 05 - 45 | 131 volume gains. However, we think there planned CAPEX spending through 2024.
2020 (76 13 09 M | 132 wag some margin compression last year, Too, we are introducing our 2023 top- and
00 | 7 A3 1 34| LI} a5 the company continued to operate in a bottom-line estimates at $5.8 billion and
2022 40 7 45 38| 180 challenging business environment. On bal- $1.65 a share, respectively.
02 B4 21 19 A1 | 165 ance, these factors ought to have trans- Our Timeliness Ranking System sug-
Gal- | QUARTERLYDMIOENDSPAID®w | puil | Tated to a modest boltom-line advance of gests NiSource shares will lag the
endar |Mar3 Jund0 Sepd0 Decdt| Year | about 2.5%, to $1.35 per share. broader market averages in the year
2018 | 195 195 195 195| 78| Some changes have been imade in the ahead. However, a near-term correction
2019 | 200 200 200 .200| 80| C-suite. Joe IMamrock has decided to may afford an attractive entry point into
200 ¢ 20 2 202 B4 retire after an accomplished 10-year these high-yielding shares that currently
200 1 2 22 22 2 88| career with NiSource. The succession plan, offer about average upside poteutial.
2022 23 which had heen in place for some time, Bryan J. Fong February 25, 2022
?\) Dil, EPS. Exel. nonrec. gains {osses). '05, | egs. may nol sum e tofal due ta rounding. $3.795h, Cempany's Firancial Strength Bt
4¢); qaina (losses) on disc. ops.. 'G5, 10¢;'08, [ {B) DVds historically paid in mid-Feb., May, EDg In mill. o Stock’s Price Stability 100
(11¢);'07, 3¢; '08, {$1.14); '15, (302); "18, Aut., Nov, = Divd reinv. avail. E) Spun off Celumbia Pipeline Group {7/15) Price Growth Persistence 20
{51.48). Next egs. repor due late April. Ql'y [ (C) Indl. intang in *20: $1485.9 million, Earnings Predictability 45
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RECENT PIE Trailing: 170 [RELATIVE DIV 0

N:W; NATURAL NYSE-NWN PRICE 46-63 RATIO 17:6 (F-Iediar?: 24.ﬂ) PEE RATIO 0.99 YLD 4;1 /0
mewness 5w | T 0T AT 6T B0 %3] %5 3| e ot i3] S Tt b e
SAFETY 3 lommedaiont | LEGENDS

e (.60 x Dividends p sh 124

TECHNICAL 3 Relsed 2132 dvided by Interest Rale :

-« Relative Price Strength H 96

BETA 80 [1.00=Markel) Opfans:Yes o on - — 80
18-Month Targel Price Range |-~ s 2 MWI.""‘ "I;IIJ e N Aoy - 64
Low-High Midpoint (% to Mid) jqr i Sy Tl i e &
$41-565 553 (15%) — : az

F02527 PROJECTIONS, | et stare : 24
Ann'l Total o ., N
Piice  Gain  Relurn O DR, S T SIS I ST 1) ”

Hah 95 (+105%) 22% e :' |12
Lo b5 _ (+d0%) 12% ) % TOT. RETURN 1/22
institutional Decisions L E oo, JHS  VLARTH

102 1 5 ;

oy 18 i e Cocett 1 . - . _ 1y, 53 a7 [

loSell 89 81 95 | {raded 5 4 inmii 3y 167 568 |

Hidsfolt) 21451 21444 24587 HIHIN Syr. -0 758
2006 | 2007 { 2008 | 2008 | 2010 { 2011 ; 2012 | 2013 : 2014 ;2015 {2016 {2017 (2018 ;2019 {2020 | 2021 |2022 [ 2023 [ ©VALUE LIE PUB. LLC] 25-27

37201 30.43; 3016 3847 30561 72| 2744 | 2802 27641 2639 | 2061 | 2652 | 2445 2449 2529 2675 27.75| 28.05 |Revenues per sh 32.65

476} B4 53 520f b518] 500f 494| 5041 5057 4.9i 4.93 104 | 5281 515 BBI| 575 610 640 |"Cash Flow” persh 125
235 2767 257, 283} 2731 239 2| Y 216 1867 212 digd | 233 219 230 250{ 270| 285|Earmingspersh A 335
1391 144 1.52 1,50 1.58 1.75 i79| 1.83 1.85 1867 187 1.88 183 190 191 1.92 1.93 1.94 |Div'ds Decd'd per sh Ba 1.96
3567 448] 392) 50%| 935 376 491 513 4407 4371 A&7} 743} A3 79s 18| 440( 870} 9.05|Cap'l Spending per sh 240
2017 2252] 271 2488 26.08| 28701 27.23) 2077 | 2812 | 2847 | 2971 | 25851 2641 | 2842 | 2005 | 3395| 3605| 3795 |BookValuzpersh © 275
27247 2641| 2650 2653 | 2658| 2676| 2602] 27.08 | 2728 X743 2863 2874 | 2888 | 3047 | 3050 3100 3100 37.00 |Common Shs Oulstg © | 3200
1597 187] 181 152 170 190 2if 194 7| 27, %9 --1 2661 309 250 200 sok fighes are | Avg Ann'l P/E Ralio 240
86 881 109} 10 .08 119 134} 1.09| 109 i8] 148 -1 144 165 1281 104 Valeline Refziive P/E Ratio 135

37%1 39% | 33%1 a7%| 36% | 20%| 38% | 4% | 41% | 40% | 3% | 30w | 3.0% | 28% | aa%| a8%| | vy Ao Divid Yield 26%
CAPITAL STRUCTURE as of 9/30/21 7306 7585 | 7540 V238 | 6760 | 7622 | 7061 | 7464 | 7737 830 860 909 | Revenues {$mif]) 1045
Total Debt $1315.8 mil. Due in § Yrs 3362.2 mill. 509 | 505 587 537 589} ds66| 673 | 6531{ 703| 750| 650| 900 |NetProfit {Smill 105
LT Dbl $916.0mil. LT Interest S43.tmill. e o5 | 215% | 400% | 009% | -~ | 254% | 162% | 23.1% | 21.0% | 21.0% | 21.0% [Income Tax ale 20%
(Totaliterest coverage: 3.1%) B2% | 80% | 78% | 74% | 87% | NMF | 9% | 88% | 9.1%| 90% . 99%| 10.0% [Nel Profit Margin 10.0%

48.5% | 47.6% | 44.8% | 425% | 44.4% | 47.9% | 4B.1% | 48.2% | 49.2% | 49.0% ; 46.5% | 44.5% |Long-Term Debt Ratio 44.5%

Penston Assets-12/20 $373.9 mill. 61.5% | 524% | 55.2% | 57.5% | 55.6% | 52.1% § 51.9% | 51.8% | 50.8% | 51.0% | 53.5% | 55.5% |Commen Equity Ratio 55.5%

Oblig. 55852 mik. |"34547 | 14336 | 13800 | 1357.7 | 15298 | 1426.0 | 14689 | 1672.0 | 17488 | 2065 2090| 2120 |Tolad Capital mil) 2465

Fid Stock Nane 19706 | 20629 | 21216 | 21827 | 20609 | 20550 | 24214 | 24389 | 26548 | 2640| 2750|2885 [Nel Plent {Smil) 3295
Common Stock 30,750,274 shares B | B | 58% | 55% | 6% | NMF | 58% | 52% | 52% | A0%| 40%| 40% RetumonTolalCapl | 45%
as of 10127124 82% | 8% | 7.6% | 69% | 69% | NMF | g8% | 7a% | 79%| 75%| 75% | 6.0% RetumonShrEquty | 8.0%

B2% ! 8% | 76% | 69% | 69% | NMF | 88% | 7.5% | 7.9% | 78%| 75%| 8.0% [Returnon Com Equily 8.0%

MARKET CAP $1.4 bifiion {Mid Cap} 16% 1 156% | 11% [ &% 9% | NMF| 21% ] 14% | 1.7%| #5%| 20%| 2.5% |Retainedio Com Eg 3.0%
CURSI?EﬂT POSITION 2019 2020 9/30/21 80% | 81% 85% 92% B7% | NMF | 76% B2% 9% 7% 72% 8% |All Div'ds to Net Prof 59%
Cash Assets 9.6 302 19.5 | BUSINESS: Nerthwest Naturat Holding Co, distibules natural gas  Pipeline system. Owns locat underground slorage. Hev, break-
Other 2841 2030 3387 [ tg 1,000 communities, 775,000 customers, in Oregon (89% of cus-  down: residenlial, 37%; commercial, 22%; industrizl, gas frans-
Current Assets 2037 3232 358.2 | tomers) and in soltiwest Washinglon stale. Prnipal cilies served:  porlation, 41%. Employs 1,167, BlackHock Inc. owms 16.4% of
Bg%llsifavable %%33 agg-g 335'3 Porlland and Eugene, OR; Vancouver, WA, Service area popula-  shares; Stale Street, 15.4%; OIf/Dir., 1.03% (4/21 proxyl. CEQ:
Other ue 1446 1293  bay.p | fion: 3.7 mill. (77% in OR). Company buys gas supply frem Canadi-  David H. Anderson. Inc.: Oregon. Address: 220 NW 2nd Ave., Port-
Current Liab, i85 371 7349 | @n and US. producers; has transporlafion rights on Norhwest [and, OR 97209, Tel: 503-226-4211. Internel: vanw.numatural.com.
Fix. Chg. Gov. 336% 335% 312% | Since omr November review, shares of Meanwhile, we look for similar bottom-line
ANNUAL RATES Past Past Esl'd'18-20| Northwest Natural Holding Co. have growth to persist in 2022. Finally, we have
ofchange (mersh} - 10¥es,  SYis. 02527 | held fivm. In fact, over this time frame, introduced our 2022 revenue and share-
55;";,’1‘%?3\.,“ 'g‘go‘i’ fg.{,f: g'ge/f the stock’s price remained relatively un- net estimates at $800 million and $2.85,
Earnings -45% 15%  60% | changed. By comparison, the S&1* 500 In- respectively.

Dividends 15%  05% 5% | dex has declined roughly 4.5% in price The balance sheet is in good shape. At
Baok Value 1.0% = 55% | over this same period. the end of the September-quarter, the last

Cal- | QUARTERLY REVENUES ($ mill) Fuf [ Meanwhile, we look for the dis- period for which financial data were avail-
endar |Mardt Jun30 Sepdd Dec.dl} Year | tributor of natural gas to post solid fi- able, cash reserves sat at $19.5 million,

201% |2854 1234 803 2473 | 164 | nancial results for 2021. (Note: The And the long-term debt load sat at 51% of

2020 2352 1350 933 2602 [ 7737 | company was expected to issue its fourth- total capital, which is on the lower side for

202t 13159 1489 1014 2638 | B0 | quarter and annual earnings release the industry.

2022 {320 M0 110 280 | 860 | ghortly after this report went to press.) To Shori-term investors will probably

202 (330 160 120 280 | 808 | {hat point, NWN appeared well positioned want to steer clear of Northwest Natu-

cal- EARNINGS PER SHARE A Full | to register a top-line increase of approxi- ral Holdings, Indeed, our Timeliness
endar |Mar31 Jun.30 Sep.d0 Becdl| Year | mately 7.5%, to $830 million. This uptick Ranking System has the stock pegged to

2019 | 156 07 d61 126 | 219) in volumes oupght to have stemmed from lag the broader market averages in the

2020 | 158 417 d61 150 | 230[ the more-than-12,000 new customer ac- coming year, Timeliness: 5 (Lowest).

2021 | 184 d02  d67 12 | 280 counts added over the past year. The com- However, these shares have appeal as

2022 | 185 .01 d57 130 | 270] pany's final tally should show even more am income vehicle, The recent increase

202 | 200 .05 dS5 185 | 285; yn¢nya) gas meters added in the fourth in the quarterly dividend may have heen

Ca- | QUARTERLYDIVMDERDSPAD®w | Fuj | quarter. At the same time, pending rate modest, but Northwest Naturals yield is
endar |Marn3l Jun.30 Sepd@ Decd1| Year| cages in Oregon and Washington have set siill well above the Value Line median.

2018 | 4726 4725 4725 475 | 189| graduated increases that augur well for What's more, patient accounts with an eye

2019 | 475 475 475 4175 | 180| prospects. The rate hikes should pave the on income generation may appreciate the

2020 | 4775 ATTE 4775 48 181 way for reliahility and growth projects. All substantial recovery potential out, to 2025-

20H (48 A8 4B 483 | 192) gold, NWN’s earnings probably advanced 2027.

22 | 483 about B8.5% last year, to $2.50 a share. Bryan J. Fong February 25, 2022
{A) Diluted eamings per share. Excludes non- | {B) Dividends histarically paid in mid-February, gﬂ} Inciudes intangibles. In 2020: $69.2 million, | Company’s Financial Strength A
recuring ems: '06, ($0.06), '08, (50.03); '09, | May, August, and November, 2.26/share. Stack's Price Stability 90
$0.06; May not sum due to rounding. Noxl | Dividend reinvestment plan available. Price Growth Persistence 35
earnings report due in early May. {C} In millions. Earnings Prediclability i0
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FIECEHT Tralling: 19.6 Y RELATIVE Div'e o/ B

ONE GAS! INCl NYSE-06S 74 98 RATIO 18 6(Hed|an  HHEF ) P RATIO 1-05 YLD 3-4 /Ci
TMELINESS 4 taumestie ] FA?-E' 5‘?;3 Wo| S| &%) BB %Ba| u97| 22| %3 72?,’29;‘ Z"“g Range
SAFETY 2 tewen LEGENDS

—- (.50 x Dividends p sh
TECHNICAL 3 Rased 52 givded by Iniees! e 200
.- Helatvs Piica Strength 160

BETA .80 {1.00=Markel) toggd (13 eates recession D G
18-Month Target Price Range aded prea i 7 T s e L e 100
LowHigh  Hidpoint (% to Mid) e e &

gl 11 | T JP I|Ilt 60
$66-5107  SAT(15%) A - 1
2025-21 PHOJECTJONS b e
Ang'l Total amtlt 30

Price  Gain  Heturn
figh 145 Fssge} 20% 1. s, »

an_105 {(+40%) 12% I A T % TOT.RETURN 1/22
Institutional Decisions I - TRIE  VLAAMHY

o 2020 30t sttt STOCK  IKDEX

toBy 127 T Forcent 24 — T = 1y 100 157 [
ta5ed 44 40 122 | traded 7 M | yr 23 568 |
SO0 42385 43179 42681 Byr. 366 765

The shares of ONE Gas, Inc. began trad- [ 2012 [ 2013 | 2014 | 2015 |2016 (2017 [2018 |2019 |2020 (2021 | 2022 | 2023 | ©VALUE LINE PUB, LLC{75-27
ing “regular-way” on the New York Stock 3492 | 2062 | 27.30 | 2043 | 3108 | 31.32 | 2878 3205] 3420) 36.10 |Revenves persh 45.60
Exchange on February 3, 2014, That hap- 452 | 482| b543| 536 | 632 68| 736| 775Q 820 A.70|“CashFlow" persh 10.55
pened as a result of the separation of 207 | 224| 265( 302 325| a5t} 388 385, 405| 4.35|Eamingspersh A 530
ONEOIK's natural gas distribution operation. 84| 20| 140 188 184 200 216§ 232 248| 2.64|DivdsDecldpershBa | 312
Regarding the details of the spinoff, on Jan- 76| EE3| 5917|681 | 5G| 791 | 88/ 900 8.20| 9.40|CapiSpending persh 5.00
vary 31, 2014, ONECK distibuted one --| 3445 | 2524 | 3642 | 3747 | 3886 | 4035 | 4201} 46.05| 49.50| 53.20 |Book Value per sh 71.60
share of GGS common stock for every four --| 5208 | 5226 | 5228 | 5237 | 5257 | 5277 | 537 | 5350 53.50| 54.00 |Common Shs Qulslg © | 57.00
shares of ONEOK common stock held by --| 17| 98| 27| RBET BT B3| 27| 188{ polanglres are |Avg Ann'l PE Ratio 235
ONEOK shareholders of record as of the - - 84| 10| 149} 148 125 | 135| 11| 01| Vewaliee  |Relalive PE Ralio 1.30
close of business on January 21. should - | 23| 2T | 23% | 24% ; 25% | 23% 1 27% 1 32% | P | Avg Ann'l Divd Yield 25%
be mentioned that ONEOK did not retain ™™ "gta g T 5477 | 14272 | 16095 | fe3a7 | 16527 | 15303 | 1745 1690 1960 | Revenues () 2600
any ovmership inerestin the new company. § .| _.| o8 | 1190 | 0 | 1599 | 1722 | 1867 | 1964 205| 205|230 |Net Profit (Smi a00
CAPITAL STRUCTURE as of 9/30/21 -- -~ | 38.4% | 38.0% | 37.8% | 36.4% | 23.7% | 18.7% | 17.6% | 12.0% | 12.5% | 17.5% {Income Tax Rate 220%
Totak Debt $4019.% mill. Due In 5 Yrs $1020.0 mill, -- -- | 6.0% | 7.7% | 9.8% | 10.4% | 105% | 99.3% | 12.8% [ 12.0% | 10.7% | 11.8% |Net Frofit Hargin 11.5%
LT Debt 536854 mill. ~ LT Interest $150.0 mill. - | 40.1% | 30.5% | 387% | 87.8% | G065 | 37.0% | 4156% | 61.56% | 60.0% | 58.0% [Long-Term Debt Ratio | 52.0%
(LT inerest camed: 4.8 folal inlerest - | 590% | 605% | 61.3% | 62.2% | 614% | 623% | 565% | 38.5% | 40.0% | 42.0% [Common Equity Ratio | 4
coverage: 4.9 . ! 3% | 62, K , 5% . , . quity Ratie 8.0%
Leases, Uncapitalized Annual rentals $7.9 mill, -- 29853 | 30429 [ 2080.7 | 3153.5 [ 33281 {34155 | 3B55.7 | 6400 | 6620 6840 |Total Capilal {$milly 8500
Pid Stock None -- 132037 | 3511.9 [ 27316 | 4007.6 | 42837 {45652 | 46671 [ 5150 5380| 5615 |NelPlant ($mill) 6300
Pension Assets-12/20 $gi¥..6 rgi1llt-wﬁ . -1 A4% | 4T% | Be% | 5B% | 59% | 64% | 60% | 50%| 50%| 50% |Relumn on Total Cap't 5.0%

10. .o mill. 5

Common Stock 53,587,508 s?hs. S| B1% | 65% | TA% [ 8.2% | B4% | BBY% | 88% | 8.5%| 80%( 80% ’%elum on Sh, Equy 7.5%
as of 10/25/21 S| 61% | B.8% | TA% | 8.2% | 84% | 88% | 88% | BS%| 80%| 80% [Relurn on Com Equity 7.5%
MARKET CAP: $4.0 hiillion {Mid Gap} CAT% | 3A% | 35% | 3% | A7 [ 38% | 3% | 35% | 3.0%| 3.0% [Retainedto ComEq 3.0%
CURRENT POSITION 209 2020  9M0R1 A0% 53% b2% B5% 56% 56% b4% 61% 62% 62% (Al Div'ds to Net Prof 59%
c;;éﬁ'ﬂ.ﬁm 17.0 a0 6.5 BUSINESS: ONE Gas, Inc. provides natural gas disirbution serv- & industrial, 9.4%; other, .6%. ONE Gas has around 3,600 employ-
Other 498.3  531.8  746.4 | ices to more than two miflion customers, There are three divisions:  ees. BlackRock owns 11.9% of common stock; The Vanguard
Curcent Assets G062 5398 ~752.9 | Oklahoma Natural Gas, Kansas Gas Service, and Texas Gas Serv-  Group, 9.7%; American Ceniury Investment, 7.6%; officers and
Accls Payeble 1205 1523  127.5 | ice. The company purchased 153 Bof of nalural gas supply in 2020, directars, 1.8% {4/21 Proxy). CEO: Robed 8. McAnnally. In-
Debt Dug 516.5 418.2  336.0 | compared to 174 Bel in 2039, Tolal volumes delivered by cuslomer  corporated: Cklahoma. Address: $5 East Fiflh Street, Tuisa, Okla-
giherm Lish g?g; ?gg? ggg? (fiscal 2020): transportalion, 58.3%; residential, 31,7%; commercial  homa 74103, Tel.: 918-947-7000. internet: weav.onegas.com.
Fil:{ghg. éo'\,, s67% 587% 600% | ONE Gas stands to generate increased million annually) between 2022 and 2026,
ANNUAL RATES Past Past Estdfara0| Profits, once again, in 2022, (Last year’s with roughly the same percentage of capi-
ofchange foersk)  10Yis,  5¥rs, {0257 | fourth-quarter figures were oxpected to be tal allocated to where il is currently. These
Reverues -- -1.0%  60% | available shortly after this report went to goals appear achievable assuming, of
ngrfg‘]' FS'D"" o 1%-%2’; g‘g{; press.} That improvement should be made course, that corporate finances remain
Divider?ds 20 j45%  gs% | possible partly by benefits from new rates. adequate.

Book Valus - 3.0%  85% | Another plus is a growing customer base, The quarterly dividend was just in-

cal- QUARTiHL\'ﬂEVE?EUES(Smsll} Fall e_specialiy in Texas and Oklahoma. Opera- creased several penmies, to $0.62 a
endar |Mar3t Jun30 Sep3t Dec.3i| vear | fing expenses ought to conlinue to rise, share. That was hroug_ht about, of course,

2019 16610 2906 2485 4sos |igsa7 | but that’s to be expected as the company hy ONE Gas’ solid capital position. What's

2020 [5282 2733 2446 4842 |15304 | expands, If there are no significant more, our 3- to 5-year projections indicate

2001 |6253 3156 2739 5002 |1715 | pandemic-related disruptions, full-year that additional steady hikes in the distri-

2022 |650 355 310 515 1830 | share net may advance around 5%, to bution will take place. The payout ratio

2023 1680 385 340 545 (1950 | $4.05, relative to our 2021 target of $3.85. during that period ought to be in the

cal- EARNINGS PER SHARE A Fui | Concerning next year, the bottom line neighborhood of 60%, which is manage-
endar |Mar31 Jun30 Sepdt Decdi| vear | ought to increage at a similar percentage able. Even so, the yield does not stand out

2015 | 176 46 33 96 | a51| rate, to $4.25 a share, as operating mar- from the average yield in our Natural Gas

2020 | 172 48 39 109 | 3681 gins widen further. Utilily group.

2021 | 1.79 56 a8 112} 3851 This year’s capital spending bndget, These good-quality shares have

2022 | 185 62 45 113§ 405} including asset removal costs, is rallied around 10% in price since our

2023 | 190 67 50 118 | 4.25| anticipated to he around $650 million. last full-page review in November. We

Cal- | QUARTERLY DVIDENDSPAIDEw | pyp | (That would be ahout 20% higher than the think that movement stems, to a certain
endar |Mar31 Jund0 Sep30 Decdi| Year | 2021 eslimate of $540 million.) More than degree, from the company’s favorable busi-

2018 | 45 46 46 46 | 1.84| 09% of the funds arve being deployed to ness prospects this year. Too, capilal gains

2019 i En 50 £ | 2p0i system integrity and pipeline replacement potential over the 2025-2027 span looks

2090 | 54 54 54 54| 216i projects. It's worth mentioning that the solid, versus the Value Line median. But

2021 58 58 58 58 | 232| energy firm projects total expenditures to the stock is untimely.

2022 .62 be sonte $3.5 billion ($650 million—$750 Frederick L, Harris, III  February 25, 2022
(A} Diluted EPS. Excludes nonrecurring gain: SB) Dividends hislorically paid In early March, ComEanys Financial Strength B+
2017, 50.06. Nexl esamings reporl dua early { Jure, Sept., and Dec. = Dividend reinvestment Stock’s Price Stability 95
May, Quarterly EPS for 2018 don't add up due | pan, Direct stock purchase plan. Price Growth Persistence B0

{o rounding.
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RECENT FIE Trailing: 142} |RELATWE DivD TR VALUE -
SOUTH JERSEY |NDS, NYSE-su  {PRIE 2451 HATE014.3(Media31 )Pmnmo 081 YD ..:;.L'INE-'?';
TELNESS 4 wweriamen | ROV B80) 2291 B11 22%) 302l B o8| 580 5| 508 san Target Price Range
SAFETY 3 Lowwedated | LEGENDS
— 0,70 x Digends p sh
TECHNICAL 3 Rassg2iii2 diided by Inlerest e 80
_ e fe'alive Price Slrength H 50
BETA 1,00 (1.00 = Harkel) AR P . — £0
. ns:Yes . ] R
18-Month Target Price Range gy}gdedarea indcates recession + ——— C W0
Low-High  HMidpoint (% to Mid) T Y (G (LTt S I"Mwmhm S 2
514-530  §22(-10%) ',||z|" [ s i "l;lli 3, = 20
265527 PROJECTIONS B : 5
Anl Total Lo, o™ pereen o o, |
Price.  Gain  Relumn e, 10
gh 50 (ngggﬂ 22% O R A T e 75
i {+d5% 0 -- - % TOT. RETURN f22 [
lnslltullonaIDeclslons ! THIS VL ARITH?
z M| STOCK  IKDEX
o8y T i Parcent 18— PR PR YV 1y 135 457 [
fo S ag 106 90 | waded [ Ay -5.5 568 |
Higs(o00) 102245 105367 102702 ]l]}muﬂ]ﬁﬁmmﬂmmﬂiﬂlﬁﬂmw Syn. 87 758
2006 ; 2007 | 2008 | 2009 [ 201072011 [2012 (2013 12014 [2015 2016 (2017 ;2018 12019 [2020 {2021 {2022 2023 | ©VALUE LINE PUB.LLC|25-27
15861 1645 1618] 1419 1548 1374 | 1046 1148 1208 | 1352 | 1304 | 15831 1020 | 1783 [ 15321 1665 17401 16.00 |Revenues persh 21,60
1750 10| 74| 186 a0 23| 2ael| 2e8] 267 242 267| 279 291 256 a32] 27p| 290] 3.25|“CashElow persh 425
1237 105 14 119 135 145 152 152 157 144 134] 123 138 112 168{ 165] 1475] 1.85|Eaningspersh A 2.70
AB 51 56 .61 .68 75 .83 40 6| o2y 106 1104 1434 116 19 12 1251 1.28 |Divids Deci'd persh 2 1.50
1.26 94 1.04 1.83 2.8 320| 40t 4.84 5.01 4.87 350 343 389 546 484 450| 565 6.35 |Cap'l Spending per sh 8.00
1.55 8.12 B.67 9.12 9544 1033f 11.63[ 1264 | 1365 1462 | 1622 | 1499 | 14824 1541 | 1651 | 16.20| 1695 17.60|BookValue persh® 21,60
58.65] 59.22| 59.46| 5959| 59.75} 6C43| 6331 [ 65431 68.33| 70.97 | 7948 | VOS5 | 8551 | 9239 | 10059 | 11250 f15.00| 116.00 |Common Shs Quist's D | 125.00
1.8 17.2 15.9 15.0 16.8 184 16.8 8.9 18.0 17.9 217 278 226 283 149 14.9 | Bold tiglres are |Avg Arn'l P/E Ratle 16.0
] 91 g6] 100 10vi 145) 108 106 95 80| 114 140 122] 151 a1 b0 | Vvagline  |Relalive P/E Ratio 90
32% | 28%| 31%| 4% | 3.0% 7 28% | 32% | 34% | ad% | 39% | 36% | 2% | 98% ¢ a7 | 48% | 50% [ P |Avg Anwl Divd Yield 3.5%
CAPITAL STRUCTURE as of 9/30/2% 7063 | 7314 | 887.0| 9596 [ 1036.5 | 12431 | 16413 [ 16288 | 15414 | 1875 2000 | 2125 |Revenues (3mill) 2700
Total Deht$3404.5_mill.Due In 5 Yrs $380.1 mill, 933 971 1040 930 | 1028 981 1162 ] 1030 | 1830 186 185 225 | Nol Prodit {$mil§) 330
LT Debl 331959 mil.  LTInterest SU20mill.  Fpge 1™ 1 o1 50% | 220% | - | <] -~ | 99% | 2.0% | 21.0% | 21.0% [income Tax Rate 2.0%
13.2% | 13.3% | 11.7% | 103% | 99% | 7.9% | 7.1% | 6.3% | 10.6% | 9.6% [ 9.6% | 10.6% |Net Profil Margin 12.2%
Leases, Uncapitalized Annual rentais S1.2mil | 45.0% | 45.1% | 46.0% | 492% | a85% | 485% | 62.4% 1 60.2% | 62.6% | GA.0% | 64.0% | £3.0% |Long-Term DebiRatic | 66.5%
Penslon Assels-12/20 $331 mill 55.0% | 54.9% | 52.0% [ 508% | 61.5% | hi.5% | 37.6% { 40.8% | 37.4% | 36.0% | J36.0% | 37.0% |Common Equity Ralie 39.5%
Obllg. $481.8 mil. {13376 | 1507.4 | 17910 | 20439 | 20072 | 23154 | 33739 | 34933 | 4457.3 | 5075 | 5406 | 5700 |Foial Capital {$mil}) 6850
Pid Stack None 1578.0 | 1859.1 | 21341 | 24481 | 26238 | 27002 [ 36535 | 40735 | 44642 | 4850 | 5266 | 5600 |Nel Plani (Smill) 8500
Common Stock 112,448,495 shs. T4% | B0% | 64% | 54% | BA% | 5% | Ad% | 40% | 48% | 45%| 45%| 5.0% |Returnon TolatCapl | 6.0%
as of HH21 127% | 117% | 2% | 95% | 80% | 82% | 92% | 7.2% | 08% | 10.6% | 10.0% | 705% |Retumon Shr. Equity | 12.0%
127% [ 11.7% | 11.2% | 95% | 80% | 82% | 92% | 7.2% | 9.8% ) 10.0% | 10.0% | 10.5% |Return an Com Equily 12.0%
MARKET CAP; §2.8 billion (Mid Cap) hB% | 48% | 49% [ 28% | 16% 9% ) 1P| NMF | 28% ) 258% | 25% | 3.5% |Retsinedto ComEq 55%
CUl?slilEfﬂ POSITION 2019 2020 9/30421 BR%S 1 B9% | 81% | 1% | BO%L | B®L | B2% | 104% T T6% | % 67% (Al Divids to Net Prof 57%
Cash‘Ass:els 6.4 34.0 254 | BUSINESS: South Jersey Industries, Inc. is & holding company.  Energy, South Jersey Energy Service Plus, and SJI Midstream.
Other 646.1 4728 5463 | The company distribules nalusal gas in New Jersey and Manyland.  Has about 1,130 empl. Oli/dir, own less than 1% of common;
Current Assets 6525 5068 5717 | Soulh Jersey Gas rev. mix '20; residential, 48%; commercial, 23%;  BlackRock, 14.4%; State Streat Corporation, 13.9%; The Vanguard
gc%tts[l;avable 1%?5% gggg gg&-g cogen. and eleclric gen,, 9%; industrial, 20%. Acg, Efizabelhiovm  Group, 10.8% (3221 proxy). Pres. & CEO: Michael J, Renna. Ghair-
ther 1831 1678 3092 | Gas and Elkton Gas, 7/18. Nenutil. eper, incl. South Jersey Energy,  man: Joseph M. Rigby. Inc.: NJ. Addr.: 1 Soulh Jersey Plaza, Fol-
Current Liab. 17510 711636 &lag | Soulh Jersey Resources Group, South Jersey Exploration, Marina  som, NJ 08037. Tel.: 609-561-9000. Web: wwav.sfindusties.com.
Fix. Chg. Cov, 176% 238% 246% | South Jersey Industries reported of customers to natural gas from oil and
ANNUAL RATES Past Past Estd't8-20| mixed resulis for the third quarter, propane, and new construciion, A long
gﬁhange(w sy 10‘1"2-0 5;';5 l°355"37 and this pattern probably continued runway for infrastructure modernization,
e Flo 1% o85%  28% |in the December period, We expect a as well as clean energy and decarboniza-
Eanings 15% «1.5% 100% | healthy revenue advance for the recent tion investmients, should also drive per-
Dividends 65% 4.0%  35% | guarter, supported by strength in the com- formance here. Clean Energy investments
Book Vafue 55%  25%  4.0% pany's nonutility operations. However, include the Bronx fuel cell praject (cur-
cal- QUARTERLY REVEHUES (§ mill) Full | greater costs likely constrained the bottom rently under development) and a renewa-
endar_{Mard1 Jun30 Sep.30 Dec.d1| Year | line, and we envision an unfavorable ble natural gas production project at more
2019 16373 2669 2612 4632 [16286 | share-earnings comparison for the Decem- than 10 dairy farms that is expected to
2020 18341 2600 2615 4858 {15414 | ber period. For full-year 2021, we expect commence operations in the current year.
2021 16743 3118 3656 5203 1875 | top-line prowth exceeded 20% but with a The eompany is looking to beecome a na-
2022 {700 335 380 565 12000 | olight decline in share net. tional leader in waste-to-energy projects
02 (7% 80 415 625 N2 | [ong-term prospects appear to be rel- by 2025. Also, pre-construction engineer-
cal- EARNINGS PER SHARE A Full | atively sound here. We expect solid ing and permitting of a liquefied natural
endar {Mard! Jun30 Sepd0 Decdli Year | hottom-line growth in the years ahead. gas redundancy project have begun,
2019 | 109 di3 d30 46 | 142 Significant share-earnings increases ap- This stock is ranlked to underperform
2020 | 135 d01 d08 62 i 1.68| pear likely for 2023 and 2025, thanks to the broader market averages for the
021 126 02 d17 54 1 185| {he timing associated with utility rate coming six to 12 months. Looking fur-
022 | 47 02 dn2 88 1 175| cagses and clean energy investments. Utili- ther out, we anticipate solid growth in rev-
023 | 135 04 d06 62 | 195 ty South Jersey Gas ought to further enues and earnings per share for the com-
Cal- | QUARTERLYDIVIDENDSPAIDEx § Fyji | benefit from healthy growth in its custom- pany over to mid-decade. From the recent
endar |Mar3i Jund0 Sep.d0 Decdi Year | or base. This business should continue to quotation, this stock offers wide long-term
2018 280 260 567 § 1.13| capitalize on the popularity of natural gas total return potential. This is supported by
2019 287 287 ho2 116 | within its service territories. a generous dividend yield, All told,
2020 | - 295 295 598 | 1.19| Elizabethtown Gas should also continue to patient, income-seeking accounts may
202 403 303 613 ) 122 perforin well. The company’s utilities will want to take a closer look.
2022 likely further benefit from the conversion Michael Napoli, CFA February 25, 2022

{A) Based on economic egs. from 2007, GAAP | gain (Jess): '11, §0.04; '12, {50.03); 13,

{50.24}; '14, (SOH) 15 3008 18, 50 22,17,

{51.27); ’18 (8147 '19, (50.28); ‘20 0. 06]

Totads may not sum due'to rounding, Nexd egs. § mill, $8.70 per she. (D) In mil., adj. for spli,
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TECHNICAL  — Suspended 102945 dvded by Ineres! Fale 160
BETA 95 {1.00=Markel) piana oere Pice Streng e e . B 129
- haded area indcales - - = 100
18-Month Target Price Range PRt (TSN FET¥TT P e R mum s 80
Low-High  Hidpoint (% fo M) L Wi I TR LTI S 50
ot PITTINY I | 50
$47-582 $65 (0%) — Nt A T 40
302527 PROJECTIONS | g 1" i 30
Ann') Total]1 ' :
) Piice  Gain  Relurn , [ AL N DR S o e |0 ag
High 130 (+1g8§/;} LY i SO O DR "
W__B5 (+30% A M % TOT.RETURN 1/22 [~
Iinstitutional Decisions b .I-. ,._l., THIS VL ARITHS®
a0 0 } STOCK  INDEX
o Buy 144 125 121 | oeent ty. 17 157 [7
1o Sell 132 137 122 | praded 3w, -2 566 1.
Hifstatn) 4849 48501 52325 Sy 30 755
2006 | 2007 | 2608} 2008 | 2010 2018 {2019 |2020 [2021 |2022 {2023 | eVAIETRE R (L2527
48471 5028: 48537 42007 4048 5431 | 56.72 | 57.68| 58.70| 6745| 7230 |Revenues persh 84.55
597 621 5% G616 646 8.4 9.40 967 | 950{ 1080 | 11.90 "Cash Flow" persh 15.85
1881 1.85] 139} 1947 227 3.68 3941 414§ 380] 450| 570 |Eamingspersha 6.75
82 B6 80 851 1.00 208 | 218 2281 238, 248) 260|DivdsDechdpersh Bafi 300
B2r: 796i 6797 481 473 1444F 1706 | 1443 ] 1105 1350] 1540 |CapiSpending persh 2215
21581 22887 2049 2444| 25.62 . , ; \ \ \ 4247 1 4556 | 46.77| 4860 5200 54.60 |Book Value persh 67.85
41777 4281 A4t9| 4508 4556 ( 45.96| 4615 | 4636 | 46527 4738 0 4748 | 4809 ] 5303 | 5501 | 5718 6100 83.00; 6500 |CommonShs Qulstg © | 70.00
18871 173] 203| 122 140 15.7 15.0 158 179 194 28| 222 2081 213 16.8 17.8 | Bold tiglres are  |Avg Ann’l PIE Ratio 1640
86 921 122 81 .58 .98 95 89 84 g3 113 1.2 in 113 86 A5 Valug Lipe Rslative PfE Aalio .90
26% | 26% | 32%| A0%| a2% | 28% | 28% | 27% | 27% | 25% | 26% | 25% 4 27% | 26% | 33% | as%] P Avg Ann'I Divid Yield 29%
CAPITAL STRUCTURE as of 9/30/21 1927.8 | 1950.8 | 21217 | 2463.6 | 2460.5 | 2548.8 1 28800 | 3119,9 | 32989 | 3580 4250 4700 |Revenues {$mill) 6200
Total Debt $4143,1 mil, Due InB Yrs S760.9 mill | 1333 | 1453 | 1411 | 1383 | 1520 | 17881 1823 | 2150 | 2323 | 2280 2600 2250 [Net Profit {$mil) 460
gﬂg‘?‘i‘r}gﬁgaéﬁv’""'- o teres 000 M, [962% | B50% | 35.7% | 304% | B8% | 38% | 26.5% | 205% | 21.6% | 21.0% | 21.0% | 210% Income Tax Rate 0%
Moo e e ool | 9% | 74% | 67| 50% | 62% | 8% | 63% | 69% | 70% | 64% | 66% | 6.9% |Net rofitMargin 74%
Penslon Assals-12/20 $1238.7 mill, 49.20% | 49.4% | 52.4% | 40.3% | 48.2% | 40.8% | 48.3% | 479% | 50.5% | §45% i 53.5% | 52.5% |Long-Ferm Debt Ratio 48.5%
Ohtig. $1581.4 mil. 50.8% | 50.6% | 47.6% | 50.7% | 51.8% | 50.2% [ 51.7% | 52.1% | 48.5% | 455% | 46.5% | 47.5% |Common Equity Ralie 51.5%
P{d Stock None 257689 | 2793.7 | 31239 | 31435 | 32135 | 3643.3 [ 43593 | 48064 | 5407.2 1 66251 7025 7450 |Totel Capital Smilly 9250
33438 | 3486.1 | 3658.4 | 38911 | 4132.0 | 45237 | 50932 | 5685.2 | 6176.1 | 6500 | 6900 1 7400 |Nel Plant {$mill) 9000
Common Stock 60,395,084 shs, 64% | 63% | 57% | 55% | B8% | 58% | 52% | 54% | 53% | 40% | 45% 1 5.0% [Returnon Tolal Cap'l 5.5%
as of 10/2021 1026 | 103% [ 98% | 87% | &1% | 9.6% | 8.1% | 85% | 87%| 75%| 6.5%| 9.0% |Return on She Equity 9.5%
102% | 103% | 9.5% | 87% | Q1% : 9.6% | BA% | 85% | 7% | 25%| 6.5% [ 9.0% |Return on Com Equily 9.5%
MARKET CAP: $4.0 billion (Nid Gap) G1% | BA% [ 50% | 40% | 41% | 45% | 36% | 39% | 40% ([ 25%| 4.0%| 4.5% |Retainedto Com Eq 50%
CURF;!lI?&T POSITION 2019 2020 9/30/21 40% | 4134 | 47% ] B4% | B5% | 53% | 55% | 54% 54% | 64% | 56% | 52% |AllDiv'ds to Net Prof 47%
Cash‘Asé]fsis 49,5 834 1867 | BUSINESS: Southwesl Gas Holdings, Inc. is the parent holding put: 2.2 bifion therms. Has 11,149 employees, Off. & dir. own 8%
ther 8104 787.6 12059 | company of Southwwest Gas and Genluri Group. Soulhwest Gasisa of common; BlackRogk, Inc., 12.3%; The Vanguard Group, Inc.,
Gureent Assets B59.9 8710 13926 | ragulaled gas dislibulor serving 2.1 million customers in Arizona, 9.8%; Lazard Assel Management LLC, 9.4% (3/21 Proxy). Chair-
Accls Payable 238.9 2313 2230 | Noyada, and Califomia. Genluti provides consiruction senvices. man: Michael J. Melarkey. Pres, & GEQ: John P. Hester, inc.: DE.
Bfr?;rnue géég gggg gggg 2020 maxgin mix: residenllal and small commercial, 85%; large  Addr.. 8360 S. Durango Drive, P.O. Box 98510 Las Vegas, Nevada
Current Liab. 10788 6190 Tane.o | commercial and industrial, 3%; transportation, 12%, Total through- 89193, Tel.; 702-876-7237. Web: www.swgas.com.
Fix. Chg. Gov. 340% 379% 373% | An affiliate of activist investor Carl will play an important role.
ANNUAL RATES Past Past Est'd’18-20| Icahn has extended its tender offer to Souihwest Gas has expanded its serv-
olchangefpersh)  16¥rs.  S¥rs.  10'3% | pequire outstanding common shares ice tervitory in Graham County. Fol-
f‘éggﬂl}?gw. f'gcj: f'goi’ ?30/;’ of Southwest Gas for $75.00 each in lowing the approval of the Arizona Corpo-
Earnings 7.5% &55% 80% | cash. The billionaire investor was also ration Commission, the transition of the
Dividends 85%  80%  50% | geeking to rveplace the company’s board of natural gas service provider for customers
Boak Value 60% 70% 60% | directors. IFor its part, the company has re- in Graham County to Southwest Gas
Cal- | QUARTEALY REVENUES {3 mil} Full § jected the offer as inadequate, highly con- formally began in January. This adds an-
endar [Mardt Jund0 Sep.30 Decdi| Year| ditional, and subject to significant regu- other 5,300 users to the company’s grow-
2019 18336 7130 7262 8481 [31199| latory hurdles. The board of directors ing customer base.
2020 18363 7572 79i2 0142 (32089 | recommends that stockholders not tender This stock offers attractive total re-
2021 18859 8214 BBB7 9840 3580 | any shaves into the offer. turn potential out to mid-decade,
2022 1100 975 1025 1150 (4250 | The company has completed the ac- Long-term prospeets look fairly solid for
2023 1250 1100 1100 1250|4700 quisition of Questar Pipeline from Do- the companys utility and nonutility
Cal- EARMINGS PER SHARE A P Full | minion Energy, It has created a new businesses, We project solid growth in
endar [Mard] Jund0 Sep.30 Dec3l! Year | subsidiary named MountainWest Pipelines earnings during this time. Moreover, the
019 (177 41 40 167 | 384 Holding Company that owns the new oper- dividend yield s fairly healthy for a utili-
2020 | 1.3 68 32 182 | 414| ation. Questar Pipeline will be rebranded ty, and the payout should continue to rise.
2021 | 203 43 d19 153 | 380) ynder the MountainWest name in the Southwest Gas earns good marks for Fi-
2022 (206 50 .20 176 | 450) ohmying smonths. This segment provides mnancial Strength, Price Stability, and
2023 | 225 60 2% 280 | 510) gy 2,100 miles of regulated interstate Earnings Predictability. Long-term inves-
Cal- | CUARTERLYDMDENDSPAID®et | Full | natural gas pipelines in the Rocky tors may want to take a closer look. The
endar {Mar3] Jun3d Sep30 Dec3)| Year| Mountain region. The deal is expected to shares remain unranked for year-ahead
2018 | 495 520 520 520 | 206] be accretive to earnings per share in the relative price performance. The outcome of
2019 | 520 645 B45 545 [ 216} current year. This addition will accelerate the proxy battle could have a significant,
2020 | 545 570 570 570 | 226| growth opportunities for the company and though unpredictable, effect on the stock
2021 | 570 595 595 595 | 236 | position it as a leader in an evolving ener- price in the coming months.
2022 gy landscape where natural gas pipelines Michael Napoli, CFA February 25, 2022
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e, % B r
institutional Decisions ’ TOTT&ETU%?%%
‘ RN KN 300 | porcant g . by, ok Chme L
HISS(El) 42475 42992 42729 Mhﬂllhﬂhﬂ I LR AT SR SRR AR Sy 198 756
2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 12013 |2014 {2015 |2016 12017 [2018 [2019 {2020 [2021 | 2022 [2023 | ©VALUE LINE PUB. LLC[25-27
9351| 9340} 10044 | B5A4Q( 77831 714B| A9.80: 3110 | 37.68] 4559 | 3368 | 3607 | 3678 | 3830 | 3596 | 4321 | 38.85| 4075 |Revenues persh A 5365
31| 3871 422| 456 411] 482 458% 12| 847} 615] 66| 65| 755 | 742 525| 9209| 775| 855 |"Cash Flow” persh 1090
297) 2317 284| 202 243] 285| 270 202] 2357 3961 524 343 43| a2 | 444] 486| 240| 290 |Earningspersh AR 5.50
1.40 145 1497 1531 1457 1.61 1.56 1.70 176 1684 1861 210) 225 2% 249 280| 274} 286 |Divids Decl'd persh Cx 3.30
297 272} 2571 236| 256 302 483, 400 396] G668} 6421 008| 9861 1645 | 1237 1508|1095 | 71175 [Cap'TSpending per sh 1150
1685 1979 2212 2332 | 24.02| 2556| 2667 3200 34.93| 36304 3873} 4126 | 4455 | 45.14 | 4449 ) 4674 51.25| 56.10 |Book Value per sh D 67.10
21367 2165; 21897 2297| 2229 2243] 2255 | 32701 4318 4336 4565 | 48.26 | 5067 | 5097 | 51.60| 5170 | 5200 | 5250 |Common Shs Oulslg £ | 55.00
1367 142} 143] 134] 137 1307 #h[| 213 9.8 1651 188 1981 167 | 228 | NMF| 138 | ol figives are [Avg Ann'l P/E Ratio 205
73 75 86 B:l] 87 82 g2 {27 1M 83 o3 1.00 S0 ] 52i ] NAMF 13 Value,Line Relative P/E Ratio 115
d9% 1 d4% ) den| 2mm i A7n] 43| a4t | 40% 1 a8% | 85% ] 34% | 81% | 9% | 0% | 34% | 38% | "™ |Avg Anwd Div'd Yiew 3.0%
CAPITAL STRUCTURE as of 12/31/21 11255 [ 1017.0 | 1627.2 | 19764 | 1537.3 | 1740.7 | 1955.0 | 1952.4 | 18554 [ 22355 | 2025 2140 |Revenues {$mill) A 3500
Total Debl $4084.0 mil. Due In 5 Yrs$15200mill. | g2 | 5ap| @46 1360 | 1442 | 1616 | 2142 | 1846 | 886 2717 175|205 |Net Profit {Smill 360
go?a??n‘lgfeﬁqﬁﬂvg‘:g- E,‘ETQ";‘WS‘ SUs.Omill g IR0 [ 276% | 91.2% | 325% | 324% | NMF | 157% | 123% | 20.% | 250% | 25.0% |Income Tax Rale %0%
St eaverage: 4.2k 56% | 5% | 52% | 69% | 24% | 99% [109% [ o5% | 48w | 122% | a8% | 96% |Net Profit Margin 2.6%
36.1% | 46.6% | B5.1% | 530% | 50.9% | 50.0% | 457% | 45.0% | 49.0% | 525% | 53.0% | 52.0% iLong-Term Debt Ratio 51.0%
Leases, Uncapliaiized Annua! rentals $8.8 mill, 63.9% | 53.4% | 44.8% | 47.0% | 49.1% | 50.0% | 54.3% 3 49.7% | 46.1% | 432% | 43.0% | 44.0% Common Equity Ralio 45.0%
Pensian Assets-9/21 $945.7 mill. | 941.071950.0 | 33594 | 3345.1 [ 36019 | 3986.3 | 41555 | 4625.6 | 49460 | 5597.3 | 6200 | 6700 [Tatal Capital (3mill) 6200
Bid Stock 52420 mil Pﬁg{i%fgﬂg-fﬂg;”'- 1019.3 | 17766 | 27507 | 20412 | 35009 | 36652 | 30705 | 43520 | 4680.1 | 50557 | 5360 | 5670 |Nel Plent {§mil) 7100
Common Stock 51 750,217 sh. TOR| AN | 3I% | 51% | 49% | 50% | 63% | 5% | 28% | 58%  45%| 4.5% |RetumonTolalCapl | 5.0%
as of 1728122 104% | 5.0% | 56% | 87% | 82% | 8% | 95% | 7.3% | 35%! 102% | 6.5% 7.0% |Returnon Shr. Equity 8.0%
104% | 5.0% | 56% [ 87% | 82% | 8.4% | 95% | 7.9% | 32% | 10.6% | 65% ] 7.0% |Returnon Com Equity 8.0%
MARKET CAP: §3.3 billion (Mid Cap) 43% | 0% | 15% | 8% | 83% | 33% [ A7h | 27 | NMF| 5i%] 5% 1.5% |Retainedto ComEq 3.6%
CURS?!E&.T POSITION 2020 2021 23121 69% | B1% | 73% | 58% | 59% | 60% | Hi% | 66% NMF | 54% 1 90% B0% |All Div'ds to Net Prof 65%
Cash'AséL!s 4,1 4.3 8.2 [ BUSINESS: Spire Inc., formery known as the Laclede Group, Inc., lated operations: residential, 56%; commercial and industrial, 28%;
Other 586.5 13122 14271 | j5 e holding compeny for nalural gas ulililies, which distibules natu-  transporlation, §%; other, 8%. Has shout 3,710 employees. Officers
Current Assets 5906 13165 14353 | 7ol gas across Missouri, including the cilies of St. Louis end Kensas and directors own 3.0% of common shares; BlackRock, 11.5%
City, Alabama, and Mississippl, Hes roughly 1.7 million customers.  {1/22 proxy). Chairman: Edward Glaizbach; CEQ: Suzanne Sither-
Acets Fayable 2433 4098 4278 | Acquied Missoud Gas 9/13, Alabama Gas Co 914, Utlity therms  wood. I Missoutt, Addrese. 700 Markel Sireet, St. Louls, Mis-
Other 4975 470.6  416,0 | Soid and lransporled in fiscat 2021: 3.3 hill. Revenue mix for regu-  sourd 63101, Tel.: 314-242-0500. Intemet: www.spireenergy.com.
CGurrent Liab. 14432 16083 17207 [ @) ire Ine. began fiscal 2022 (which Spire STL Pipeline, temporarily, while it
Fix. Chg, Cov. 373% 448":" ,430|”° concludes September 30th) on a sour reviews whether permanent approval
frm?l‘éli H&BES lgﬁé 5"3;‘ 55;042;?;721 note, Indeed, first-quarter share net of should be granted. (Management expects
Reveﬁﬂef 6.5% . gre | $1.01 plunged nearly 40%, relative to the the process to continue into calendar
“Cash Flow" 50% 60%  75% | previous-year total of $1.65. That was at- 2023.) All told, full-year ecarnings may
E?J.’ée",%’gs 3‘23'; gg‘;’}w g-ng tributable primarily to the Gas Utility seg- plummet over 30%, to $3.40 a share, rela-
Book Value 6E%  45%  7gew | ment, squeezed by unseasonably warm tive to fiscal 2021s $4.96 tally. Please be
Ev - | temperatures across the service territories aware that our fiseal 2023 target of $3.90
Voo QUARTERLY REVENUES (§ e} Fiscal| Plus heightened depreciation & amortiza- a share is tentative, given the aforesaid
Ends j0ec.31 Mardt Jundl Sep30| vear | tion expenses. To malke matters worse, the uncertainties.
2019 16626 8035 3213 2256 19524 | performance of the Gas Marketing division This year’s capital spending budget is
gg‘;'? g?gg 1?&33 gg_},é ggag ;gggg was hurt by less favorable market condi- a-nticipatec! to be roughly $570 mil-
5020 |E554 892 325 2526 |omp5 | tioms and diminished storage margins. lion. {That is about 9% lower than the fis-
2023 | 570 o4z 340 288 (2140 | It appears that profits will fall sub- cal 2021 figure of $624.8 million.) Invest-
Fiscal | EARIIHNGS PER SHARE ABF P~ stantially for the year as a whole. ments are being deployed to such seg-
Year |po "o Marat Jundd Sepdo| RsEdl There ought to be a challenging second- ments as infrastructure upgrades at the
Ends | Hee. A1 U, P ear | quarter share-net matchup. Moreover, the utilities and new husiness development in-
19 | 132 304 409 474 | 352 company was disappointed with a Mis- itiatives. Leadership adds that it expects
ggg? }gg ggg m.gg ggg 411‘91‘; souri rate proceeding, particutarly regard- total expenditures from fiscal 2022
3022 | 101 278 65 d4d | 34p) ing recovery of overhead costs. So, the an- through fiscal 2026 to he in the neighbor-
’ ; ) ‘ ‘gpi mual pre-tax impact on results is es- hood of $3 billion. If finances stay in good
2023 | 149 2.85 04 J48 | 390 11 . .
QUARTERLY DIVIDENDS PAID C = tlmatec} to range betwgen $20 m;Ihon and shape,_ Spire sho.uld. have little trouble
cal tar3i J 3 D full ) $30 million. At the time of this report, achieving those ohjectives.
endar |Mar.31 Jun.30 Sep.30 Dec.dt % | there were plans to file a new rate case in These sharves, though unfavorably
2018 | 5625 5625 5625 5625 | 228| thap state that will, hopefully, remedy the ranked for Timeliness, ought to draw
W19 | 5925 5925 5025 5925 | 237| giyation, Lastly, the company is author- the attention of total return-oriented
ggg? '%25 '%25 '252;25 '2%25 ggg ized by the Federal Energy Regulatory investors with a long-term bent.
a0z | eas ' ’ 7| Commission to operate the important Frederick L. Harris, IIT February 25, 2022
{A) Fiscal year ends Sept. 30th. (B) Based an | due late Apdil. (C) Dividends patd In early danu- { (E) i milions. {F) Qlly. egs. may not sum due | Company’s Financlal Strength B+
diluted shares outstanding, Excludes nonrecur- | ary, April, July, and Oclober, » Dividend rein- | to rounding or change in shares outstanding. | Stock’s Price Stabilily 95
1ing loss: '06, 7¢. Excludes gain from discontin- | vesiment plan aveilable. (D) Incl. deferred Price Growth Persistence 50
ued operations: 08, 94¢. Nexl eamings reporl | charges. In '21: §4,171.8 mill, $22,86/sh. Earnings Prediclability 45
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2006 | 2007 | 2008 | 2008 | 2010 | 2011 [ 2012 12013 | 2014 [2015 {2016 {2017 [2018 12019 [ 2020 ' 2021 (2022 [ 2023 | ©VALUELINEPUB.LLC] 25-27
3301 | 24 4127 35250 3401 3631| 3856) 4210 4792 | 3865 3284 | 3518 | 4384 35.00 | 3131 | 3549 | 40.00| 4285 [Revenues parshA 48.20

2.05 228 2.48 282 287 2.7 3.05 3.75 4,05 420 43%| 47 540 4.12 491 4.3 520 5,75 {“Cash Flow" per sh 6.55
110 1.18 1.3 1.57 159 137 117 1.59 1.92 201 205 | 229 | 274 2.28 267 2.96 2901  3.40 | Eamings per sh A9 3.90
A8 AB .50 52 .60 .68 i 74 79 09 83 96 1.02 115 131 135 1.38 1.42 | Div'ds Decl'd per sh = 1.54
121 1.39 1.44 185 211 2151 201 284 264 283 326 387 30| 337 313 329 3351 3.35 {Cap'l Spending per sh 335
695| 828 480 976 1110} 11.79) 1321 14.89 ) 1539 | 1555 | 1646 | 1848 | 2114 | 1827 { 1970 2627| 2775| 28.65 {Book Value per shP 35.90
158.18 | 159.97 | 16100 | 162.78 | 164.38 | 167.75 | 16006 | 17088 | 17273 | 17392 | 173.15 [ 173.99 | i74.14 | 20901 [ 209.51 | 200.84 | 210.00 | 210.00 [Common Shs Oulslq = | 270,60
14.0 151 133 163 1048 154 164 154 158 117 193 208 178§ 234 1318 139 | Bold figlres are | Avg Ann'l P/E Hatio 16.0
il .80 80 it} 52 4 1.04 87 83 89 1.01 1.05 96 125 il 74 Vatug Line Relative P/E Ratio 90
80% | 27% | 20%| 32| 35% | 33%| 37%| a0% | 26% | 25% | 23% | 20% | 2% | 22% | 96%| a3%| T avaAnn'l Divid Yield 24%
CAPITAL STRUCTURE as of 12/31/21 8519.2 | 71847 | 8277.3 | 6691.1 | 5685.7 | 6120.7 | 7651.2 | 73204 | 6559.0 | 7447.0 | 8400 | 5000 Fevenues {Smilf) A 10125
Total Debt 37113,0_mill.Dueln5Yrs 54848 “:””- 1994 | 2781 | 3372 3538 3600 | 4065 | 4856 | 4129 | 564.0| 6290 §15 720 {biet Prafit ($mill) a4
LT Dabt $6416.0 mil. _g;nte;;;ggggg-q,;mt 348% | 276% | 30.6% | 300% | 314% [265% | -- | 166% | 10.4% | 454% | 17.0% | 17.0% [Income Tax Rale 17.0%
{Total incerest coverage: 4.0x) 4 3t | 39% | 41% | 53% | 63% | 66% | 68% | 56% | 86%| 84% | 79%| 80% NetProfitMargin 8.1%
Leases, Uncapitalized Annual rentals 5102,0 mill. 60.0% | 58.7% | 56.4% | 56.1% | 56.5% | 55.8% | 53.0% | 60.2% | 59.2% | 534% | S6.0% | 48.5% i.ong-Term Debt Ralio 44.0%
Pension Assets-9/21 $736 mill. Oblig. $870 mill, 40.0% | 41.3% | 43.6% | 43.0% | 43.1% 1 44.2% | 47.0% | 30.8% | 40.8% | 44.7% | 46.5% | 48.0% |Common Equity Ratio F2.5%
. - 5580.7 | 60347 | 6092.7 | 61338 | 66165 | 7157.9 | 7627. | 9507.4 | 10102 | 11861 | 12040 12535 |Total Capilal (3mif) 13555
Pfd, Stock $213.0 mill. P;‘jj- g;‘g:-ﬁgfﬁ 42335 | 44802 | 45437 | 49944 | 5298.0 | 5537.0 | 56082 | 6687.8 | 69600 | 75580 | 8205 | 8950 |bet Plant (Smill) 11410
Common Stock 208,804 o8 shara 56% | 66% | 7.5% | 77% | 72% | 72% | 77% | 56% | 1% | 66%| 65%| 55% [RetunonTotalCapl | 60%
as of t/31/2 B9% | 11.2% | 127% | 131% | 126% | 12.8% | 13.2% | 10.8% | 18.6% | 11.4% | 10.8% | 11.5% |Retwn on Shr. Equity 11.0%
8.9% | 19.2% | 12.7% | 131% | 12.6% | 12.0% | 132% | 10.8% | 13.6% [ 7.7% | 70.5% | 11.5% |Ketunon Com Equity 11.0%
MARKET CAP: $7.8 bill. (Large Cap) 36% | 61% | 76% | T4% | 7.0% | 75% | 84% | 56% | V0% | 24% | 0% | 65% |Relalned to Com Eq 65%
CUHHE!‘[{TPOS!T!ON 2020 2021 1283121 60% 5% | 40% 43% 1 A5% | 42% 36% 48% 49% 45% 7% 41% |AQ Div'ds to Nel Prot 39%
Cash'Ass']els 336 855 334 | BUSINESS: UG! Corp. aperales six business segmenis: AmeriGas  serving aboul 1.5 million vsers in 50 slales. Acquired remaining
Other 1207 2415 3097 | Propane {accaunted for 35.1% of nel incorne in 2021), UGH Inlerna-  B0% interest in Anlargaz (3/04); Energy Transfer Pariners (1/12),
Current Assels 1643 3270 3431 | signal (35.6%), Gas Utility (13.6%), Midstream & Matketing {15.9%), Vanguard Group owns 11.0% of stock: BlackRock, 11.8%; OF
gcctsg‘avable 173 ggg ng and Corp. & Other (-.2%). UGI Ulilies disiributes natural gas and  ficersidizectars, 2.0% (12421 proxy). Has 11,300 empls. President &
bt Due 30 3l 1921 electichy to over 672,000 customers mainly in Pennsylvania; GEO: John L. Walsh. Inc.: PA. Address: 460 N. Guiph Rid., King of
Current Liab, 1755 2207 gy | Whelly-owned AmeriGas Plrs. Is the fargest U.S. propane marketer, Prussia, PA 19406, Tel.: 610-337-1000. Inlemet: wwav.ugicorp.com.
Fix. Chg. Gov. 445%  450%  450% | Since oumr November review, shares of 2%. We look for this downturn to come
ANNUAL RATES  Past Past Estd’1921| UGL Corp. have lost some ground. In from margin compression, as UGI appears
ofchange [persh)  10¥rs,  §¥rs, 082 | fact, over that time frame, the stock’s price poised to register a more-than-12% uplick
f‘g;gﬁﬁg\,',u ggnf ?802 g?ﬁf deelined more than 10%. in revenues this year, to $8.4 billion. Fi-
Earnings 55% 60% 70% | Meanwhile, the company reeently nally, we have introduced our fiscal 2023
Dividends B0%  80%  35% | posted mixed December-quarter fi- top- and bottom-line estimates at $9.0 bil-
Book Vaiue 70% 60% 95% | yancial results. On the upside, revenues lion and $3.40 a share, respectively.
F@Zg?' QUARTERLY REVENUES (§ mill} A ngé'a‘ advanced 38.4%, to $2.673 billion, reflect- A pending rate case with the PA Pub-
ends |Dec3l Mar3t Jun30 Sepl8| Vear | ing  better-than-expected contributions lie Utility Commission augurs well fox
2019 (2200 2606 1384 1130 | 7320 | from the WGI International and Mid- prospects. UGl Utilities recently filed for
2020 12007 2228 1199 1124 ;6559 [ stream & Marketing segments. Those two an overall distribution rate hike of $83.0
2021 11932 2561 1496 1438 7447 | units benefit from eolder weather patterns, million along with a request for a weather
2022 \2673 2645 1560 1522 1 8400 | and higher average wholesale propane normalization adjustment mechanism. It
2023 2895 2765 1710 1670 | 9000 prices, which drove volumes higher by 50% may take some time for that to get ap-
Fiscal |  EARNINGS PER SHARE A @ Ful | and 57%, respectively. Meanwhile, the proved, but once finalized it should be
Ends |Dec.3t Mar3l Jund0 Sepd0) vear | AmeriGas Propane business also regis- nicely addilive to averall operations.
2019 8 143 13 d09| 228| teved atfractive top-line growth, just at a The $190 million acquisition of
2020 ¢ 147 156 .08 d14| 267 move modest clip of about 17%. The hefty Stonehenge Appalachia hy UGI Ener-
021 ¢ 148 399 13 d33| 296} yptick in the top line bested our call of gy Services was recently completed.
2022 200 .19 d28| 290) &7 985 hillion. Alternatively, cost of goods That deal adds more than 47 miles of
2023 ;7 128 209 .24 d21] 3400 oo1q shot up sharply, which pressured pipeline and associated compression assets
Cal- i QUARTERLYDIVIDENDSPAID®w | Full | margins. On balance, these factors drove with gathering capacity of 130 million
endar iMar3l Jundd Sep.30 Decd3i| Year| the bottom line 22% lower, to $0.93 a cuhic feet per day
20181 25 25 2 .2 | 1i02| share, well below our outlook of $1.23. These shares are ranked to lag the
20191 28 28 .30 3% 1 115| Consequently, we have sliced $0,30 off broader market averages in the com-
202 | &% 3% 33 31 131 our fiscal 2022 sharc-net estimate, to ing year. And long-term appreciation
2021 (33 33 345 345 135 §2.90. Our revised figure would represent potential is underwhelming.
2022 | 345 a year-over-year earnings decline of about Bryan J. Fong February 25, 2022

(A) Fiscal year ends Sept. 3. Quartedly sales | gains/{losses): ’086, 5¢; ’07,’, 12¢;*15, {41¢); '16, | reinvest, plan available.

and eamnings may nol sum to total due to | 3¢; 17, 17¢; '18, $1.32;

21, $3.96. Next egs. | 9/21: §4,353 mill., $20.74

rounding andfor change in share count. (B} Dil- | reporl due late April. (C} Dividends histerically | justed for stock split,
nonrecuy, | paid in early Jan,, April, July, and Oct, = Div,

ted  earnings, Excludes
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o Buy Rt ol PN I S O Iy 57 95 [°
1o 8¢k 105 113 90 | yraged 6 | Jy. 680 258 |
H's(dw) 40865 41917 37069 ] 5y 1141 688
2002 | 2003 : 2004 | 2005 | 2006 | 2007 [ 2008 | 2009 12010 [ 2011 (2012 |2013 (2014 [2015 | 2016 | 2017 [ 2018 | 2019 | ©VALUE LINF PUB. LLC] 23-23
32631 4245 42831 4494 5396 33517 5265| 5398 5360 BATH | 4707 | 47.70 | 5373 | 5343 | 4574 4586 | 47.65( 47.70 [Reventes per shA 5115
263F 400] 387 397 38 89] 4M 4.44 411 4.01 4531 429 480 560 8771 611 705 | 7.20 |"Cash Flov" per sh 1.70
1.14 230 1981 2143 14 209] 244 253 2271 225) 288 23 2681 A6 27 A 4.15 |  4.25 [Eamnings per sh B 4.64
127 1281 1300 1324 135] 137 1M 1471 150 155} 159 186 172 183 193] 202§ 208| 212 |Div'ds Dect'd pershCa 224
33 26h) 2337 232 32r| 3| v Air{ ZS/] 384 487 604 763 | B33 1033 1009 1085 11.90 |Cep’TSpending persh 11.60

1578 16251 1685, 17.60| 1886 1083 2099 | 2189 | 2282 | 2349 | 2484 | 2485 | 2408 | 487 2678 | 2035 | I310| 2590 |Book Value per sh D 43.10

4856 | 4BL3| 486/ | 4865 4880 4845 4092 | S04 | 5054 | 320 ) 5152 5170 | BI7A | 4878 | 5137 | 5127 | #3007 54.00 |Common Shs Quislg® | 55.00

731 114 420 1471 155 56| 137 126] 154 0] B3| 82| 1B2] 0| 200 254 | Botd igfres are |Avg Ann'TPIE Ralio 200
1.26 .63 75 78 B4 .83 82 B4 86 1.07 87 102 0 86 1.05 ( 132 Valveline Relative PIE Ratio 1.0

AB% | BO% | A6% | 49% | 45% ) A% | 42% | 46% | A4% | A1% | 20% | 38% | 42% | 34% | 20% | 26% | US| Aug Ann Div'd Yield 2.4%
CAPITAL STRUCTURE as of 3/31/18 2628.2 [ 27059 | 27089 | 27515 ; 24250 | 2466.5 | 27808 | 2659.8 | 23496 | 23547 | 2528 | 2575 |Revenues {$mill) A 2515
Totaj Debt 52404.1'mi§|. Duein 5Yrs $801-4I mill. 1229 1287 11501 155 1384 | 1197 | 130.0 | 1582 | 1654} 1602 peil] 230 {Net Profit {§mili} 255
LT Debt $1879.3 mill LT Interest $74.0mil. 757 161 5q 1o/ [ 38,79 | 42.4% [B0.1% | 302% | 290% | 39.9% | 37.6% | 30.0% | 72.0% | Z2.0% Jincoms Tax Rate 72.0%
(LT interest eamed: 6.2x; tolal interest coverage: 47% | agn | 2% | emm | s57% | agw | sow | 5o 70% 1 68% | 854 | 9.0% INetProf ) 2
5.7%) {51% of Total Capital) 1% 8% 2% . J% 9% | & 9% 0% 8% 5% .6% iNet Profit Margin i 9.0%
Penslon Assets-9717 $1,356.5 mill. 35.9% | 33.3% | 334% | 323% | 31.2% | 28.7% | 34.8% |42.6% | 50.1% | 48.3% | 50.0% | 49.0% |Long-Term DebiRatioc | 42.0%

Ohtig. $1,413.0 mill. | 62.4% | 65.0% | 650% | 65.2% | 67.3% | 60.8% | 63.8% 156.1% | 48.3% | 50.7% | 49.6% | 50.0% !Common Equity Ratio 57.5%

Preferred Stock 528.2 mill. Pfd. Divid §1.3mill. 3570571 1687.7 | 17744 | 1818,1 | 18860 | §626.0 | 1954.0 [ 22156 | 26480 | 29617 | 3560 | 3873 |Tatal Capital {$mill 4405

22083 | 2269.1 | 2346.2 | 2489.0 | 2667.4 | 2007.5 | 33144 [ 36727 | 41272 [ 46301 | 59951 5825 | Net Plant {$mill) 8225

Comman Stock 51,359,182 shs. 85% | 88% | 78% | 7h% | 83% | V5% { 81% | 83% | 67%| 67%| 8.0%| 80% |Refurn on'{ola!CaP’l 7.5%

as of 4130118 4% | 1A% [ 9.7% | 94% | 10.7% | 92% | 40.9% | 124% | 11.8% | 105% | 12.5% | 12.0% |Return on Shr. Equity 11.0%
116% | 116% | 9.8% | 95% | 108% | 93% | 11.6% 1 12.6% | 11.9% [ 107% | 12.5% [ 12.0% |Return on Com Equity 11.0%

MARKET CAP: §4.5 billion (Mid Cap) S0% | 0% | 33% 1 34% | 48% | 26% | 43% | 54% | 53% ([ 37%| 6.0% | 6.0% |Retainedto ComEq 3.0%
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Cash Assets 5.6 8.5 46.3 | BUSINESS: WGL Heldings, Inc. is the parent of Washington Gas  energy-refated producls in the D.C. me'ro area; Wash, Gas Energy
Qther 8379 9774 9747 | Light, a natural gas distribulor in Washington, D.C. and adjacent  Sys. designs/instalis comm'l healing, ventilating, and air cond. sys-
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83}2?“9 gga? gggg g%ig underground  gas-storage facilily in WV, Non-regulated subs.: lister. Inc.: D.C. and VA. Addr.: 10% Canst, Ave., N.W., Washington,
Gurrent Liab. 1026:9 1489:0 1153:8 Wash. Gas Energy Sves, sells and delivers nal. gas and provides  D.C. 20080. Tel.: 202-624-6410. Intemel: wwavwgthaldings.com,
Fix, Chig. Cov. 546% 860% 550% | The acquisition of WGL Holdings by Assuming all parties are on board and any
ANNUAL RATES  Past Past Estd’15'17| AltaGas Ltd, is progressing nicely and final regulatory hurdies are cleared, the
ofchonge fpersh)  0Y1s. ~ Strs, B | appears on pace to close in mid-2018. deal may well close in the middle of this
Revenues | ot -L0% - 1.0% | T3 that end, the share pri ti 5 ~. Investors should note, | . that

Cach Flow 40% 6% 4% , price continues to year. Investors should note, however, tha
Earnings 45% 60%  65% | hover right around the tender offer price of the merger was anticipated to he com-
Dividends 38%  45%  25% | 888.25 in cash. As a recap, this price point pleted in the March quarter.

Book Valus 35% 25% BO% | represents an almost 28% premium from Meantime, the company posted better-
fiscal| QUARTERLY REVENUES fSmillja | Full 4 the level WGL. was trading al on Novem- than-expected second-quarter finan-

Engs |Pec.d! Mardl Jundd Sep.dd) vear | ber 28, 2016, the day prior to the announc- cial results, To that end, the top line ad-

2015 | 7492 1001.7 4412 4677 ] 2659.8] ement of the takeover. The stock had been wvanced 5.3% on a year-over-year basis, to

2016 | 6134 8357 4408 4598 123496 trading ac a discount from the purchase $886.4 milllon. This reflected an im-

2017 | B0GS 8417 4744 4291 123547 price for some time, which likely reflected pressive 12.3% rise in utilily volumes par-

2018 | B524 8064 510 4762|2525 | the possibility that the deal could be tially offset by a 3.3% downturn in non-

2018 | 675 880 530 480 | 275 | gerailed, given the lengthy time to comple- utility operations. On the margin front,

Fiscal | EARNINGS PER SHARE A B gt tion, At this peint, the equity is no longer cost of goods sold increased 620 basis

Ends [Dec.3t Mardf Jundd Sepd0| Year | (rading on earninps, and as a result, we points as a percentage of the top line. Al-

15 | 116 202 22 d23| 116| have suspended the Timeliness rank of ternatively, operating expenses fell 470

2016 | 118 178 .33 d0i [ 327| these shares until the purchase is final- basis points. On balance, WGL's March-

wr | 145 187 28 di7 | 341 yped. If for some reason the transaction is quarter earnings increased 13.4%, to $2.12

me | 184 212 4 42| 415 ¢ completed, we would expect WGL a share. This was markedly above our call

2018 180 202 A8 d15 | 4] shares to fall back toward preannounce- of $1.95. As a result, we have raised our

Gal- | QUARTERLYDIVIDENOSPAD®x | pull | ment levels. In May, 96.22% of the voting outlook for fiscal 2018 hy $0.15, to $4.15 a
endar | Mard Jund0 Sep.dt Becd!| Year| shares approved the acquisition. More share.

014 | 42 44 A4 44 174 | recently, the Maryland Public Service Risk-averse accounts may wish to

2015 (44 463 463 463 | 1.83| Commission passed the $4.5 Dbillion lock in gains now and redeploy capi-

2016 | 463 408 488 488 | 193} merger. Finally, AltaGas and WGL Hold- tal elsewhere, rather than to wait for

017 | 488 51 51 51| 202 jngs announced a settlement agreement the deal to close.

08 | 51 515 with key stakeholders in Washington, DC.  Bryvan J. Fong June 1, 2018
{A) Fiscal years end Sepi. 30ih. may not sum lo total, due to change i shares | vestment plan available. Company’s Financial Strength A
{B) Based on diluted shares. Excludes non- | outstanding. Nexl eamings report due Jate July. | (D) Includes deferred charges and inlangibles. | Stock's Price Stability 85
recuriing losses: '02, (34¢), 07, (d¢); ‘0B, (14¢) | {C} Dividends historically paid early February, | "i7: $868.1 nillion, $16.95/sh. Price Growth Persistence 55
discontinued operalions: '08, (15¢). Qily egs. | May, August, and November, = Dividend rein- | {E} In millions. Earnings Prediclability 75
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Q. Please state your name, occupation, and business address.

A. My name is Brian Fjeldheim. | am a Senior Financial Analyst employed in the
Rates, Finance, and Audit (RFA) Division of the Public Utility Commission of
Oregon (OPUC). My business address is 201 High Street SE, Suite 100,
Salem, Oregon 97301.

Please describe your educational background and work experience.
My witness qualification statement is found in Exhibit Staff/201.

What is the purpose of your testimony?

> p » P

| present background information regarding all Staff analysis of Northwest
Natural Gas Company’s (NW Natural or Company) request for a general rate
increase and provide Staff analysis and recommendations for NW Natural’'s
Test Year expense and rate base, when appropriate, for information
technology (IT) projects including Horizon — Phase |; cyber security and safety;
Transportation Security Administration (TSA) compliance; prepaid expenses;
uncollectible accounts; and cash working capital.
Q. Did you prepare an exhibit for this docket?
A. Yes. | prepared the following exhibits:

Exhibit Staff/202 — Responses to Staff Data Requests.

Exhibit Staff/203 — Confidential Responses to Staff Data Requests.
Q. How is your testimony organized?
My testimony is organized as follows:

Issue 1. Summary Chart of Proposed Staff Adjustments ......................... 3
Issue 2. Horizon - Phase 1 and IT Projects ... 4
Issue 3. Cyber Security and Safety .........ccccooeeiiiiiiiiii 21
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Issue 4. Transportation Security Administration (TSA) Compliance ....... 28
Issue 5. Prepaid EXPENSES .....cooi i 35
Issue 6. Uncollectible Accounts ... 36

Issue 7. Cash Working Capital ............cooviiiiiiiiiiice e, 38
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ISSUE 1. SUMMARY CHART OF PROPOSED STAFF ADJUSTMENTS

NW Natural Errata Filing UG 435 - Staff Rate Case Topics for 12 months ended October 31, 2023 ($000's)| $ 78,020

Opening Staff K Revenue

Testimony Wi Proposed Staff Adjustments Revenue Expense Rate Base Requirement

=i ithess No.

Exhibit No. Effect
100| Muldoon 1 CoC - Staff Opening Testimony $ (6.274)
200| Fjeldheim 1 Interest Synchronization $ - $ - S - S 47

2 Horizon - Phase 1 and IT Projects $ - $ (502)| (17.300)| $ (1,992)
3 Horizon - Phase 1 depreciable life $ 2467 | S 2.467)| $ 2.327
4 Cyber Security and Safety
5 TSA Compliance
6 Prepaid Expenses 5 - $ - $ -
7 Uncollectible Accounts $ - S = 3 =
8 Cash Working Capital $ - S - $ -
300 Fox 1 Escalation $ - $ 67 | S - $ 69
2 State Excise Tax - OCAT
3 Federal Income Tax - ARAM EDIT
4 Property Tax
5 OPUC Fee
6 Test Year Plant - Additions
7 NWN Errata Filing - Error Correction
o Test Year Plant - Budget Over projection
9 Test Year Plant - Central Resource
Center $ - S - $ -
10 Lincoln City Property Sale $ S S S
400 Bain 1 Load and Revenue Forecast $ - $ - S - $ -
2 Miscellaneous Revenues $ - S - S - $ -
500| Bolton 1 Materials and Supplies $ - S - S (2.366)| $ (202)
2 Rate Case Expense $ - $ - S - $ -
3 Atmospheric Testing Expense $ - $ - S - $ -
600| Cohen 1 Wages, Salaries and FTE b = S (5.560)| 3 (2.650)| $ (5.946)
Customer Account. Customer Service.
2 and Sales Expenses $ - $ (584)| S - $ (601)
3 Miscellaneous O&M Expense $ = S = S = $ =
700| Diouny Pension and Post-Retirement Medical
1 Expenses $ - $ (6.367)| $ - $ (6.549).
800 Ennght 1 Capital Structure $ - $ - S - $ -
2 Cost of LT Debt. 3 - Is - |s - |s (176)
3 Williams Pipeline Outage $ - $ - $ - $ -
4 Gas Inventory $ - $ - S - $ =
5 Gas Storage Operating Expense $ S S $
6 Affiliate Interest Charges $ - $ - S - $ -
900| Farrell 1 Operations and Maintenance Expense $ - $ (418)| S - $ (430)
2 Administrative and General Expense $ E S (749)| S = S (770)
3 Maintenance of General Plant $ - $ - S - $ =
1000 Jent 1 Advertising Expenses $ - $ (1.000)| S - $ (1.029)
2 Promotional Activity and Concessions $ - $ - S - 3 -
3 Current Medical and health insurance $ - $ - S - $ -
4 Insurance (Non-Medical) and Risk (Non-
Medical) $ - S - S - $ S
5 |D2O Insurance I
1100| Peng 1 Depreciation Expense $ - $ - S - $ -
2 Depreciation Reserve $ - $ - S - $ -
3 AFUDC $ - S - S - $ -
1200/ Rossow 1 Memberships and Dues $ - $ (443)| S - $ (456)
Meals and Entertainment and
2 Miscellaneous Operations and
Maintenance Expenses $ - $ (526)[ - $ (541)
Equity, Affordability and Customer
L Sedla ; Assistance $ - $ - S = $ =
> Decoupling and Weather Adjusted Rate
Mechanism $ - $ - S = $ =
3 Rate Spread and Rate Design $ - S - S - 3 =
1400 Storm 1 IRP and the General Rate Case $ - $ - S - $ -
2 Current Deferrals $ - $ - S - $ =
Diouhy,
1500| Fox. and 1
Storm Staffs Review of Amounts Deferred $ - $ - S - $ -
2 Eamings Review and Amortization $ - $ - S - $ -
3 Rate Spread $ - $ - S - $ -
1600| Gibbens 1 Long-Run Incremental Cost Study $ - $ - S - $ -
1700 Muldoon 1 Renewable Natural Gas $ - $ - $ - $ -

Total Staff-Proposed Adj ts (Base R ):
Staff-Calculated Revenue Requirements Change (Base Rates):
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ISSUE 2. HORIZON - PHASE 1 AND IT PROJECTS

Q. Please summarize NW Natural’s Horizon — Phase 1 and IT Projects.

In NW Natural’s Exhibit/600, Company witness Downing provides an overview

of seven separate IT projects, with significant emphasis placed on Horizon —

Phase 1:

1. The Horizon Program is a two phase, multi-year upgrade to the
Company’s primary enterprise resource planning (ERP) and core
technology platforms used for the Company’s essential business
functions. Phase 1 of the upgrade primarily focuses on back-office
functions such as finance, human capital and talent management, asset
management, and supply chain management. The estimated Oregon
allocated project cost for Phase - 1 is $63.7 million, consisting of $36.7
million for project implementation, including labor, $11.2 million for
hardware and software purchases, $8.0 million for pre-implementation
and project planning, and $7.8 million in contingency costs.! Additionally,
NW Natural included projected ongoing incremental operations and
maintenance (O&M) costs of $4.5 million? and amortization of $8.6 million
in deferred, one time start-up O&M costs.? In total, the Company is
requesting recovery of $76.8 million for Phase 1 costs and ongoing O&M

expense.

T NW Natural/600, Downing/30, Table 1.
2 NW Natural/600, Downing/29 at lines 22-23.
3 NW Natural/600, Downing/29-30 and page 32, at lines 7-8.
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2.  Microsoft 365 E5 (M365) Implementation Program encompasses the
renewal of Microsoft’s Enterprise Agreement (EA) and Server Cloud
Enrollment (SCE) contracts, affecting licenses for Microsoft applications
such as Office 365, Teams, SharePoint, and OneDrive. This project also
includes Enterprise Mobility + Security, and Windows 10. M365 is the
cloud based version of various Microsoft productivity applications using
Microsoft’s Azure cloud computing service, replacing all legacy versions
of Microsoft productivity applications. The estimated Oregon allocated
capital cost is $6.6 million.

3. Success Factors Employee Central, Onboarding, and Learning Modules
for SAP# are add-on components to the SAP ERP software platform the
Company is procuring and implementing as part of the Horizon Project.
Employee Central is a human capital and talent system for employee
records, Onboarding is a system that helps automate new employee
onboarding, and Learning is a centralized tool for managing and
assigning employee training.® The estimated Oregon allocated project
cost is $4.3 million.® Additionally, NW Natural included projected ongoing

incremental O&M costs of $346 thousand/year.”

4 Systems, Applications, and Products in Data Processing (or Systemanalyse und
Programmentwicklung) is a worldwide enterprise application software vendor headquartered in
Walldorf, Germany.

5 NW Natural/600, Downing/4, lines 1-9.

6 NW Natural/600, Downing/51, line 8.

7 Id, line 9.
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Planview Implementation includes the Planview Portfolio and Resource
management module for project portfolio management (PPM) and the
Strategy and Programs module for strategic planning. Together, these
Planview modules bring all Company capital and enterprise projects into
a single platform, allowing NW Natural to track capital costs and O&M
expenses, dependencies and risks, and provides enhanced reporting
capabilities.® The estimated Oregon allocated project capital cost is

$2.5 million® and there is a projected ongoing incremental O&M cost of
$180 thousand for annual licensing fees.°

Field and Web Mapping Program is a new geospatial data mapping tool
used to visualize the Company’s infrastructure assets and to collect data
on the Company’s physical system for use in an employee field and web
mapping solution. The Oregon allocated project capital cost is

$2.4 million'" and there is an ongoing incremental O&M cost of $390
thousand for annual licensing fees. 12

Data Analytics and Reporting Implementation is a Company-wide tool that
catalogs and stores all Company data and will govern stored data to
ensure data quality and enable data extraction into data management and
analytics reporting tools. This project modernizes Company data

foundations and adds additional analytics capabilities while maximizing

10
1"
12

NW Natural/600, Downing/4, lines 10-19.
NW Natural/600, Downing/56, lines 17-18.
Id., lines 18-19.

NW Natural/600, Downing/60, lines 3-4.
Id., lines 4-5.
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data use in Company decision making. The Oregon allocated project
capital cost is $2.9 million' and there is an ongoing incremental O&M
cost of $502 thousand/year for annual licensing fees. 4

7.  The Voice Radio Project is complete replacement and upgrade of the
Company’s outdated and unsupported analog radio system to a modern
digital radio communications system. The Oregon allocated project

capital cost is $2.9 million.®

Q. Please summarize Staff’s review and analysis of the proposed Horizon -

Phase 1 and IT Projects.

Staff reviewed Mr. Downing’s, Mr. Anderson’s, and Mr. Walker’s testimony,
noting the Company’s statements regarding the age, reliability issues, lack of
vendor support, and cybersecurity vulnerabilities of the legacy information
systems Horizon — Phase 1 and the IT Projects are replacing. Throughout Mr.
Downing’s testimony, there is a recurring theme that the Horizon — Phase 1
and IT Projects will enhance the Company’s digital resiliency and reliability,
provide enhanced data analytical resources, significantly enhance the
Company’s ability to integrate and leverage data to drive business decisions,
and improve its cyber security posture to counter evolving and increasing cyber
security threats. The significant age and lack of vendor support for many of the

Company’s critical IT systems is a primary driver in the Company’s need to

13
14
15

NW Natural/600, Downing/ 65, lines 3-4.
Id., lines 4-5.
NW Natural/600, Downing/67, lines 14-15.
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make these IT investments now.'® Staff issued numerous data requests to
gain a better understanding of the underlying functionality of the proposed
projects, why they are needed now, and what steps the Company took to
achieve least cost/least risk solutions.!”

Please summarize Staff’'s analysis of Horizon — Phase 1 and the IT
Projects.

Staff will address each component for Horizon — Phase 1 and the IT Project
individually. To avoid duplicative Staff adjustment, any adjustments
contemplated in Staff testimony here will be coordinated with members of other
Staff that are responsible for analyzing plant additions/adjustments in this
proceeding.

Horizon — Phase 1: This project is a major overhaul and modernization to the

Company’s current SAP based ERP platform.'® The Company is upgrading
from their legacy SAP ERP Central Component (ECC) platform to SAP’s
S/4HANA, a newer, cloud-based ERP product that is faster, uses a simplified
data model, lean architecture, and allows for complex data analysis and
problem solving in real time." Staff reviewed the Company’s responses to

Staff DRs 169, 205, 293-294, and 296-297, and the Company’s response to

18
19

NW Natural/600, Downing/ 2-6, 10-16, 37-39, 45-47, 51-53, 56-58, and 60-62.

Staff issued DRs 288-297 and 478-483. The Company responses to Staff DRs 478-483 are
pending.

NW Natural/600, Downing/65, lines 3-4.

O'Donnell, Jim. What is SAP S/4HANA? TechTarget Network, March 2022,
https://www.techtarget.com/searchsap/definition/SAP-S-4HANA?vgnextfmt=print. Accessed

March 30, 2022.
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AWEC DR 089.2° The Company’s responses for Staff DRs 478-483 are
pending.

Per the Company’s response to Staff DR 297, because the costs of the
various underlying components for this project exceed $150 thousand, the
Company’s IT acquisition policy requires a competitive bidding process.?! The
Company states a driving force behind this project is SAP’s plan to discontinue
vendor support for the ERP ECC product in 2027. Mr. Downing noted at
several points that he is concerned other ERP ECC users will move to exit the
older software closer to the end-of-life date, and that waiting to upgrade to
S/4HANA could result in a constrained supply of knowledgeable external IT
talent necessary to facilitate the transition, thereby increasing costs and project
risk to NW Natural.??

Additionally, the Company asserts that upgrading to SAP 4/HANA now
allows the Company to modernize several other systems that are also
nearing/at end of service life and that updating these systems concurrently
maximizes the integration and functionality of the new software and will
minimize customer costs by avoiding a piecemeal approach to

software/systems modernization.?

20

21
22
23

See Staff/202, Fjeldheim, NW Natural’s non-confidential responses to Staff and AWEC DRs.
See Staff/203, Fjeldheim, NW Natural’s Confidential responses to Staff DRs., Fjeldheim for NW
Note: NW Natural's Highly Confidential responses are only accessible in a read-only format on
Huddle and therefore will not be included with Staff testimony as exhibits.

See Staff/202, Fjeldheim, NW Natural response to Staff DR 297.

NW Natural/600, Downing/14-15 and page 22, at lines 7-15.

NW Natural/600, Downing/14, lines 3-22.
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To date, the Company has not indicated that Horizon — Phase 1 is
running over budget.?* Staff submitted DR 482 requesting additional
information and clarification of the $63.7 million Oregon-allocated capital cost.
In DR 482, Staff asked if any project contingency funds of $8.8 million ($7.8
million Oregon allocated)?® have been used, and to provide a detailed
description and break-out of expenses to justify project cost overruns requiring
use of contingent funds. Barring a reasonable justification that contingent
funds were/are needed, Staff recommends removing $7.8 million of capital
contingency funds from the current rate filing.

Staff noted that from 2015 - 2019, the Company engaged three separate
outside vendors to study the Company’s IT environment and develop
applications plans and business cases to upgrade, enhance, migrate, or
replace the Company’s ERP and customer information system (CIS) systems.
Two of the studies, conducted by TMG Consulting, and Infosys, focused on the
CIS portion of the Company’s systems.?6 As the Company’s CIS is not
contemplated in Horizon — Phase 1, Staff recommends any study costs related
to the CIS, if present in the current filing, be removed.

The Company states the upgrade to SAP S/4AHANA will produce
“aspirational” incremental O&M cost savings of approximately $1.85 million.?”

Staff requested the Company supply addition supporting documentation

24

25
26
27

The Company has conducted several briefings and workshops with Staff and Parties to discuss
the progress and status of Horizon Phase - 1. See NW Natural/600, Downing/36-37.

NW Natural/600, Downing/30, Table 1 at line 6.

NW Natural/600, Downing/11-13.

NW Natural/600, Downing/20 at lines 8-20.
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supporting the projected O&M savings, clarification of how the Company
proposes to identify and confirm O&M savings, and additional explanation of
how the Company proposes to return any additional O&M savings that may
occur to customers.?®
Does Staff have any concerns regarding the requested accounting
treatment for the Horizon — Phase 1 upgrade?
Yes. The Company proposes to depreciate/amortize approximately
$24.7 million of Horizon — Phase 1 cloud computing assets over a period of 10
years, using a straight-line depreciation rate of 10 percent.?® The Company
asserts that by using a 10 percent depreciation rate, the Company’s annual
revenue requirement is approximately $2.1 million lower than it would be if a
five-year depreciation rate is used.*°

However, the Company’s undepreciated plant/asset balance earns
interest at the Company’s approved rate of return (ROR), which means that by
depreciating/amortizing the Horizon — Phase 1 upgrade over 10 years versus
five years, customers will pay approximately $5.0 million in additional interest
costs than if the cost of the project is depreciated/amortized over a five-year
period.3! Given these different considerations, Staff supports having the

depreciation life for Horizon — Phase 1 set consistent with standard

28
29
30
31

NW Natural’s response to Staff DR 480 is pending and due back April 7, 2022.

NW Natural/1300, Walker/33, at lines 1-13.

NW Natural/1300, Walker/33, at lines 16-17.

Five-year depreciation/amortization interest payments = $4,561,293; whereas 10-year
depreciation/amortization interest payments = $9,531,383.



10

11

12

13

14

15

16

17

18

19

20

21

22

Docket No: UG 435 Staff/200

Fjeldheim/12

depreciation practices, which means a depreciation/amortization period of five
years.

A decade is a long time, especially when considering how fast modern
business software and computing technology evolves. If the Commission
adopts a 10-year useful life for Horizon — Phase 1, customers will pay a
significantly higher price over the Company’s projected useful life of this
project, and that assumes the underlying technology/software is supported for
a full 10 years. In Staff's opinion, if 10-year amortization/depreciation is
adopted, customers will experience a “rent to own” premium, paying less
money per year but making those payments over a much longer time period.

Additionally, Generally Accepted Accounting Practices (GAAP)
traditionally recognizes a shorter useful life for internal use computer software.
While the Company may be eligible to renew their licensing agreement(s) for
up to 10 years, Staff believes there is a technology/software obsolescence risk
to customers that is not fully captured in the requested 10-year
depreciation/amortization period.

The Company has filed a petition for an accounting order asking the
Commission to adopt a 10-year amortization period for Horizon — Phase |. The
petition has been docketed as Docket No. UM 2215. The Commission has not
issued an order regarding the Company’s requested accounting treatment.

Staff recommends an adjustment of $2.468 million to annual depreciation

expense to reflect a five-year depreciation schedule.
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Microsoft 365 E5 (M365) Implementation Program: Staff reviewed the

Company’s responses to SDRs 057 and 058, as well as Staff DRs 169, 205,
293-294, and 296-297, and found no discrepancies in the requested dollar
amounts or reported expenditures for this project. This project is replacing the
Company’s previous suite of Microsoft productivity software, which is nearing
end of life. Microsoft continues to commit significant resources to developing
and supporting Office 365, and there is speculation that Microsoft may be
looking to transition away from the existing long standing business model of
iterative product releases via perpetual licenses for their productivity software.
While Microsoft did release Office 2021 and is discussing an updated version
for 2022,32 Microsoft productivity software users may eventually have to
transition to M365 if they wish to continuing using Microsoft supported
productivity software.33

Staff notes this project appears to provide several cyber and system
security features, is optimized for mobile computing devices, will enhance the
interconnectivity of their workforce, will free up internal IT staff from having to
perform ongoing product updates and security patching, and will further protect
the Company’s core computing systems from external intrusions.®* Microsoft is

well known for providing direct pricing for their products and a competitive bid

32

33
34

DeNisco Rayome, Alison, and Brown, Shelby. New Microsoft Office rollout: When you'll get it,
pricing and major changes. CNET, October 18, 2021, https://www.cnet.com/tech/services-and-
software/new-microsoft-office-roll-out-when-youll-get-it-pricing-and-major-changes/. Accessed
March 30, 2022.

NW Natural/600, Downing/35-37.

NW Natural/600, Downing/37-43.
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process for this project appears unnecessary.3® Staff noted the Company’s
projected completion date for this program is October of 2022. Because of the
close proximity to the November 1 rate effective date, Staff recommends the
Company be required to submit a progress report with officer attestations to all
parties 60 and 30 days prior to the rate effective date on the status of the M365
Implementation project.

If this project is not “used and useful” at the time rates go into effect, Staff
recommends removing the effects of the associated dollar amounts from the
Test Year rate base by having the Company agree to file a rate credit to offset
the revenue requirement of this project to customers. Absent such a rate credit
filing, the Company would need to identify the new revenue requirement for
such plant that is not projected to be in service 30 days prior to the rate
effective date, provide this information in the Company’s 30 days’ prior status
report, and remove this dollar amounts from the Test Year rate base. The
Oregon allocated capital expense is $6.6 million. Staff has not identified
specific costs that should be disallowed and proposes no adjustment to this
component.

Planview Implementation Project: Staff reviewed the Company’s responses

to SDRs 057 and 058, as well as Staff DRs 169, 205, 293-294, and 296-297,
and found no discrepancies in the requested dollar amounts or reported

expenditures for this project. Per Mr. Downing:

Microsoft enterprise subscription pricing available https://www.microsoft.com/en-us/microsoft-
365/compare-microsoft-365-enterprise-plans. Accessed March 30, 2022.
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Planview provides portfolio and work management software
that offers enterprise solutions through different modules that
function together as a single tool to help companies more
effectively manage projects and leverage technologies at an
enterprise level. This cloud-based program allows NW Natural
to move away from utilizing nine different tools and
applications to track and manage its project and technology
portfolios, the use of which led to inefficient and suboptimal
portfolio management.3¢

The Planview tool is necessary because without it, the
Company has no enterprise-wide visibility into its projects or
software applications and enterprise architecture. Instead, as
noted above, project and technology portfolios are managed
through disparate, siloed, department-specific processes. The
status quo leads to an inefficient use of time and resources; a
lack of visibility into projects, portfolios, and applications;
inconsistencies in the project management process; and
difficult-to-access and inconsistent data, all of which impedes
strategic analysis and decision-making. This lack of a single
comprehensive project and portfolio management tool has led
to an information gap, making it difficult to prioritize time and
resource investments and to ensure strategic alignment
between projects and Company goals, thereby exacerbating
the risk of project overruns, impaired assets, unexpected
interdependencies, and overall project failures.3”

The Company engaged a third-party consultant, Deloitte, to review and
vet four competing bids submitted for the Company’s procurement
consideration.®® Additionally, the Company used quantitative industry scoring
and vendor performance analysis provided by Gartner to compare and
evaluate the competing vendor applicants for this project.3® Staff has not
identified costs that should be disallowed and proposes no adjustment to this

component.

36
37
38
39

NW Natural/600, Downing/51, lines 12-18.
NW Natural/600, Downing/52-53.
NW Natural/600, Downing/53-54.
NW Natural/600, Downing/54-56.
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Field and Web Mapping Program: Staff reviewed the Company’s responses

to SDRs 057 and 058, as well as Staff DRs 169, 205, 293-294, and 296-297,
and found no discrepancies in the requested dollar amounts or reported
expenditures for this project. Per Mr. Downing:
NW Natural relies on its field and web mapping tools for
viewing its infrastructure and other assets in a geospatial
format and for collecting various types of data related to these
assets. The field and web mapping tools provide field and
office employees with visual online and offline representations
of NW Natural facilities and assets, which they use for various
business purposes, including for inspection compliance
programs. The Company previously utilized two applications
for its field and web mapping activities—MapFrame and Visual
Fusion—that are end-of life and therefore no longer vendor-
supported.*?

The Company first began using IQGeo in 2019 for the Company’s leak
and inspection program and was granted rate recovery in the previous rate
case, Commission Docket No. UG 388.4" The Company has since expanded
its use of IQGeo to bolster its point-inspection compliance program. Staff has
not identified costs that should be disallowed and proposes no adjustment to
this component.

Data Analytics and Reporting Implementation Project: Staff reviewed the

Company’s responses to SDRs 057 and 058, as well as Staff DRs 169, 205,
293-294, and 296-297, and found no discrepancies in the requested dollar
amounts or reported expenditures for this project. Per Mr. Downing:

In March 2020, the Company engaged IBM to assess NW

Natural’s enterprise reporting and analytics capabilities. IBM’s
analysis highlighted several key challenges and obstacles

40
41

NW Natural/600, Downing/ 57-58.
NW Natural/600, Downing/page 59 at lines 10-13.
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preventing the Company from realizing its goal of becoming
more data driven. These obstacles included a general
difficulty in locating and accessing data, inconsistent data
quality, insufficient data structure, reports that were not tied to
key performance indicators, and no single source of accurate
data. Furthermore, the Company is currently dependent on
employees with specialized data source-specific expertise to
extract data and move it to a platform from which it can be
reported.+?

The Company issued a competitive bid RFP for this project and received
four vendor responses, two of which were selected for final consideration.*3
Staff noted the Company’s projected completion date for this program is
October of 2022. Staff recommends the Company also include this project in a
progress report with officer attestations to all Parties 60 and 30 days prior to
the rate effective date on the status of the Data Analytics and Reporting
Implementation project.

If this project is not “used and useful” at the time rates go into effect, Staff
recommends removing the effects of the associated dollar amounts from the
Test Year rate base by having the Company agree to file a rate credit to offset
the revenue requirement of this project to customers. Absent such a rate credit
filing, the Company would need to identify the new revenue requirement for
such plant that is not projected to be in service 30 days prior to the rate
effective date, provide this information in the Company’s 30 days’ prior status
report, and remove this dollar amounts from the Test Year rate base. The

Oregon allocated capital expense is $2.9 million and ongoing annual O&M

42
43

NW Natural/600, Downing/page 61 at lines 8-11.
NW Natural/600, Downing/page 63 at lines 3-22.
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expense is $502 thousand. Staff has not identified specific costs that should
be disallowed and proposes no adjustment to this component.

Voice Radio Project: Staff reviewed the Company’s responses to SDRs 057

and 058, as well as Staff DRs 169, 205, 293-294, and 296-297, and found no
discrepancies in the requested dollar amounts or reported expenditures for this
project. Per Mr. Downing:

NW Natural will replace its existing analog radios that are no

longer produced or supported with new digital radios and

related equipment. To accomplish this, the Company will

license new frequency spectrums and the Tait radio interface

to NW Natural’s dispatch console system. The Company will

also purchase design and implementation services from

RACOM and new digital radios and related infrastructure and

base stations from Tait. In short, the Company is transitioning
its field communication system from analog to digital.*4

An example of an analog radio device can be found in older automobiles.
If you have ever manually tuned in a radio station using a twist dial and
watched the needle move along the radio face plate, this was an analog radio
system. Modern radios use digital tuning for channel switching and can hop
instantaneously from channel to channel. Additionally, digital radios allow for
additional signal compression, effectively doubling system bandwidth when
compared to analog radio systems. Digital radios are also able to transmit
electronic data and communicate with computing devices, whereas analog

radio systems cannot.*

44 NW Natural/600, Downing/65 at lines 9-13.
45 Analog vs Digital Radio - 7 Key Differences. RadioDepot blog August 1, 2020,
https://www.radiodepot.com/blogs/resources/analog-vs-digital-radio. Accessed March 28, 2022.
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Staff has not identified specific costs that should be disallowed and

proposes no adjustment to this component.

. Please summarize Staff’s proposed adjustments for Horizon — Phase 1

and all other IT Projects”?
Regarding Horizon — Phase 1, barring a reasonable justification that contingent
funds were/are needed, Staff recommends removing
$7.8 million of capital contingency funds from the current rate filing.
Additionally, any study costs associated with the Company’s CIS system
should be removed from the present case as the CIS system upgrade is not
included in the Horizon — Phase 1 scope of work. Pending the outcome of
Commission Docket No. UM 2215 concerning the Company’s request to
depreciate the Horizon - Phase 1 project over 10 years, Staff reserves the right
to make an adjustment in Staff Surrebuttal testimony.

Regarding the Microsoft 365 E5 (M365) Implementation Program and the
Data Analytics and Reporting Implementation Project, due to the projected in
service timeframe of October 2022, Staff recommends the Company be
required to submit a progress report with officer attestations to all Parties 60
and 30 days prior to the rate effective date on the status of both projects. If this
project is not “used and useful” at the time rates go into effect, Staff
recommends removing the effects of the associated dollar amounts from the
Test Year rate base by having the Company agree to file a rate credit to offset
the revenue requirement of this project to customers. Absent such a rate credit

filin, the Company would need to identify the new revenue requirement for such
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plant that is not projected to be in service within 30 days of the rate effective

date and provide this information in the Company’s 30 days’ prior status report.
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ISSUE 3. CYBER SECURITY AND SAFETY

Q. Please summarize NW Natural’s security expenditures in this rate

filing.

Much of the information pertaining to cyber security will be addressed in Staff
Issue 3 — TSA Directive 2 Compliance. Throughout Mr. Downing’s testimony in
NW Natural/600 and NW Natural/700-703, the Company illustrates that
cybersecurity is a driving force in all levels of Company IT procurement and
operational activities. Additionally, NW Natural’s Highly Confidential responses
to Staff DRs 288-292 shed additional light on specific steps the Company is
taking to maintain and continuously improve its cybersecurity posture.
Throughout Mr. Downing'’s testimony,*6 the Company’s cybersecurity and data
protection needs are discussed in detail. While many of the Horizon — Phase1
and IT projects discussed in Issue 1 contain elements of cyber and data

security, the Company is requesting specific rate recovery of [BEGIN HIGHLY

conripenTiAL
I (=D HIGHLY

CONFIDENTIAL] for cybersecurity enhancements necessary to comply with
TSA'’s Security Directive Pipeline-2021-2: Pipeline Cybersecurity Mitigation
Actions, Contingency Planning, and Testing (TSA Security Directive 2)

requirements.

Q. How did Staff review cyber security in this filing?

NW Natural’s Highly Confidential response to Staff DR 291(d) provides specific cites in the
current filing for cybersecurity investments and expenditure details.
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A. Staff issued DRs 288-292 requesting supplemental information on the
Company’s cyber security spending and provide narrative details concerning
whether the Company experienced any data breaches or cyber intrusions in

the past five years. NW Natural responded [BEGIN HIGHLY CONFIDENTIAL]

I (END HIGHLY CONFIDENTIAL]. On March 29, 2022, Staff
traveled to the Company’s main offices in Portland, Oregon to review TSA
Sensitive Security Information (SSI) documents concerning the Company’s
compliance with TSA Security Directive 2 and obtained additional verbal
explanation of the Company’s compliance costs included in the current rate
case filing. Staff’s review of the Company’s compliance with TSA Security
Directive 2 are described separately in the Section 3 of Staff’s testimony.

Q. Please summarize NW Natural’s cybersecurity expenditures during the

past five years.

47 See NW Natural’s Highly Confidential response to Staff DR 292.
48 |d. Staff DR 292(c.)
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A. From 2016 - 2019, the Company’s average annual spending on cyber security

was approximately [BEGIN HIGHLY CONFIDENTIAL] | NG

[END HIGHLY CONFIDENTIAL].
Q. Please summarize NW Natural’s safety expenditures in this rate filing.
In NW Natural's Exhibit/400, pages 28-34, Company witness Kizer provides an

overview of four separate safety projects related to transmission, distribution,
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and gas storage facilities. In total, the Company is seeking recovery of

approximately $12.0 million in capital investments for the following projects:

1. The Inline Inspection (ILI) Conversion Projects is part of the Company’s
seven-year pipeline inspection program required by the U.S. Department
of Transportation’s Pipeline and Hazardous Materials Safety
Administration (PHMSA). The Company is converting three separate
pipeline segments to use ILI instrumentation. Per Mr. Kizer’s testimony:
Inline inspection tools have the advantage over direct
assessment and pressure testing because they assess the
entire pipeline, maintaining constant contact with the inner wall

providing data allowing for the identification of interacting
anomalies such as pipe deformation and metal loss. 4°

The affected pipeline segments are:

i.)  The EO08 Springfield transmission line, consisting of three miles of
eight-inch pipe that serves downtown Springfield and large industrial
customers, at a cost of $1.5 million:%°

i.)  The P31 McMinnville/Lafayette transmission line, consisting of 13
miles of six-inch pipe along Oregon Highway 99 serving the City of
McMinnville at an estimated cost of $3.8 million;>" and

iii.) The E04 North Eugene Industrial transmission line, consisting of five

miles of six-inch and eight-inch pipe along Randy Pape Beltline

49 See NW Natural/400, Kizer/29-30.
50 See NW Natural/400, Kizer/29 at lines 18-22.
51 See NW Natural/400, Kizer/30 at lines 1-4.
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Highway serving North Eugene at an estimated cost of
$3.0 million.%?

2.  The Underground Storage Facilities — Well Integrity Program is needed to
comply with PHMSA'’s 2020 Underground Storage Facilities final rule. Per
Mr. Kizer:

The Underground Storage Facilities rule addresses
critical safety issues related to downhole facilities,
including wells, wellbore tubing, and casing, at
underground natural gas storage facilities through
integrity management techniques, such as risk models,
inspections, and remediation activities. This regulation
responds to Section of the Protecting our Infrastructure of
Pipelines and Enhancing Safety Act of 2016, which was

enacted following the serious natural gas leak at the Aliso
Canyon facility in California on October 23, 2015.53

As part of the Company’s 2022 storage well integrity program for the Mist
storage facility, the Company will be inspecting and assessing six storage
wells to include downhole wireline logging of production casing strings
using multi-arm caliper and magnetic flux tools to identify deformations
and metal loss features at an Oregon allocated cost of $2.7 million. This
will be a recurring annual expense for the remaining life of the Mist
storage facility.%*

3. The Seismic and Other Natural Force Mitigation Projects are using a
recent 2021 seismic study to prioritize projects and develop programs that

will address seismic activity threats system-wide, including but not limited

52 See NW Natural/400, Kizer/30 at lines 5-8.
53 See NW Natural/400, Kizer/30 at lines 15-22.
54 See NW Natural/400, Kizer/31 at lines 6-14.



10

11

12

13

14

15

16

17

18

19

20

21

Docket No: UG 435 Staff/200

Fjeldheim/26

to installation of automatic shut-off valves or remote control valves,
elimination of bridge crossings, natural forces mitigation work, system
reinforcement, and installation of Excess Flow Valves (EFV).>® The
Company did not indicate a request for rate recovery in the current filing
for this program and Staff did not identify expenditures in the Company’s
response to Staff SDR 057 indicating any expenses were recorded for
this program in the Base Year.

4. As part of the Proactive EFV Installation Program, the Company
installs EFVs, an automatic shutoff device that attaches to a service line
that automatically stops gas flow in the event of a line being damaged or
severed. EFVs are installed on all new service lines to single family
homes, as well as multi-family homes and small commercial customers
with consumption rates of no more than 50 therms/hour.%

Additionally, the Company will install an EFV if a customer requests
this feature at the customer’s expense. Separate from the new service
and customer requested EFV installations, the Company installs EFVs in
areas it deems to be high risk for potential damage. The Company is
investing $0.6 million as part of its Distribution Integrity Management
Program (DIMP) annual budget for EFV retrofit installations in areas

deemed high consequence.

Q. How did Staff analyze the safety projects included in this filing?

55
56

See NW Natural/400, Kizer/31-32.
See NW Natural/400, Kizer/33-34.
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A. Staff reviewed Mr. Kizer’s filed testimony as well as the Company’s responses
to Staff SDRs 057-058, and DRs 169, 205, and 475-477.

Q. Does Staff recommend an adjustment(s) for cyber security or safety
project spending?

A. No. Staff does not recommend an adjustment for either cyber security or

safety projects.
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ISSUE 4. TRANSPORTATION SECURITY ADMINISTRATION (TSA)

COMPLIANCE

Q. What prompted the TSA’s Security Directive Pipeline-2021-2: Pipeline

Cybersecurity Mitigation Actions, Contingency Planning, and Testing
(TSA Security Directive 2)?

In the Summer of 2021, the Colonial Pipeline, one of the United States largest
oil pipelines that supplies nearly half of the fuel used on the East Coast, was
hacked by a foreign entity demanding a ransom payment of approximately
$4.4 million in bitcoin. As a result of this intrusion, Colonial was forced to take
the pipeline offline in an attempt to mitigate the scope of the hack on the
company’s IT and physical operating infrastructure.

While the hackers did not directly attack the pipeline’s physical control
systems, numerous IT systems were encrypted and rendered unusable.
Colonial decided to pay the ransom the same day the attack occurred and
received the encryption key necessary to unlock their IT systems. However, it
took approximately six days for Colonial, in conjunction with U.S. law
enforcement agencies and external cybersecurity professionals, to re-store the

pipeline to normal working order.>’

Q. Why is NW Natural affected by TSA Security Directive 27?

57

Kerner, Sean M. Colonial Pipeline hack explained: Everything you need to know. TechTarget,
July 7, 2021, https://whatis.techtarget.com/feature/Colonial-Pipeline-hack-explained-Everything-
you-need-to-know. Accessed March 31, 2022;

Kelly, Stephanie and Resnick-ault, Jessica. One password allowed hackers to disrupt Colonial
Pipeline, CEOQ tells senators. Reuters, June 8, 2021,
https://www.reuters.com/business/colonial-pipeline-ceo-tells-senate-cyber-defenses-were-
compromised-ahead-hack-2021-06-08/. Accessed March 31, 2022.
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A. The TsA deemed [BEGIN HIGHLY CONFIDENTIAL] |

I
I
IR =\D HIGHLY CONFIDENTIAL].
What is the Company required to do in order to comply with TSA Security
Directive 27
The TSA provided the Company with a comprehensive list of activities and
cybersecurity requirements that must be completed within the timeframe
specified by TSA. The TSA requirements are focused on enhancing the
cybersecurity posture of notified pipeline and facility owners/operators by
requiring that all physical IT and operational technology (OT) hardware
systems meet certain minimum requirements, that specified security practices
are adopted and used, and that specific security software and hardware
requirements are met to the satisfaction of the TSA’s Cybersecurity and
Infrastructure Security Agency (CISA).%°

Additionally, the affected parties must engage in ongoing audits and
evaluations of their cybersecurity systems and capabilities by qualified third
parties, with the results of the audit/evaluation to be shared with the TSA and
CISA to determine continued compliance with TSA Security Directive 2. Itis

Staff’'s understanding that TSA Security Directive 2 requirements are Federal

58
59

See NW Natural/701, Downing/1, paragraph 1.

Id., Pages 19-24. Note: TSA has since updated the language of Attachment 1 to TSA SD
Pipeline 2021-02 to Version B. Because several components of the document are deemed
Sensitive Security Information (SSI), Staff is unable to procure a copy of the current version, but
physically viewed the updated document at NW Natural’s offices.
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cybersecurity mandates and are generally non-negotiable by the Company,
with limited exception.

Furthermore, Staff has seen no evidence that the TSA, CISA, or any other
agency of the Federal government will provide funding or direct assistance to
the Company to help meet these requirements in the required timeframe. It
appears that the Company must incur any and all costs necessary to meet
TSA’s compliance requirements and that the Company’s sole recourse to
recover these costs is to pass them on to customers.

Did the Company include TSA Security Directive 2 compliance costs in
this filing?

Yes. On an Oregon allocated basis, the Company has requested [BEGIN
HIGHLY coNFIDENTIAL] [
|
|
I (=D HIGHLY CONFIDENTIAL].

Does Staff propose any adjustment to the Company’s requested recovery
amount?

Yes. Staff proposes the following adjustments [BEGIN HIGHLY

conrpenTIAUs S I

60
61

See NW Natural/700, Downing/33 at lines 14-17.
See NW Natural/700, Downing/29 at lines 11-14.
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[END HIGHLY CONFIDENTIAL/SSI]
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ISSUE 5. PREPAID EXPENSES

Q. What are prepaid expenses and how are they recorded?
Prepaid expenses are payments made in advance for items such as
undelivered gas, insurance, rent, and taxes. As the periods covered by
prepayments expire, the value of these prepayments is reduced and the
associated expense is charged to the proper operating account. Prepaid
expenses are recorded in FERC account 165.

Q. Did the Company include prepaid expenses in the rate case?
The Company stated in response to SDR 086 that “No prepayments are
included in the Base Year’s or Test Year’s rate base (FERC account 165)”.

Q. Does Staff have any adjustments associated with this issue?

No.
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ISSUE 6. UNCOLLECTIBLE ACCOUNTS

Q. Please provide a summary of the Commission’s historical treatment of

uncollectible expense, the Company’s filed proposal, and Staff’s
analysis of the issue.

The amount included in a utility’s Revenue Requirement for uncollectible
expense is considered revenue sensitive because it is dependent on the
amount of forecasted revenue. The amount of uncollectible expense
included in the Revenue Requirement is a function of the Test Year revenue
and the uncollectible rate factor. The uncollectible rate is based on an
average of the net-write offs, i.e., the uncollectible amounts that were written
off the books, for the base year and preceding two years divided by the
average of the revenues for those same years. The uncollectible rate
derived from this three-year average methodology is then multiplied by the
forecasted Test Year revenue to determine the projected uncollectible
expense for a utility’s Revenue Requirement. In addition, Commission Staff
reviews other materials to determine the reasonableness of the rate and

level of expense produced by the three-year model.

. Please provide a summary of the Company’s filed proposal for

uncollectible expenses and Staff’s analysis of the issue.
The Company’s proposal adheres to the three-year average methodology.
Per Company witness Walker:

The adjustment for Uncollectible Accrual for Gas Sales

reflects the difference between the Base Year expense and
the Test Year expense derived by taking the three year
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historical average for the twelve months ending September
2017, 2018 and 2019 of write-offs as a percent of total
revenues, times Test Year sales revenue. The three
historical years chosen are the same years used in the
Company’s last general rate case (UG 388), which also
provides the baseline in the COVID-19 deferral.®3

Mr. Walker further supports the calculation of the uncollectible account
factor of 0.097 percent in NW Natural/1306, Walker/1 at line 28. The
Company continued to utilize 2017, 2018, and 2019 based on an October 1
through September 30 time period, trending the three-year rolling average of
write-offs and revenues for that period. Staff continues to find the
Company'’s uncollectible rate of 0.097 percent to be reasonable.

What is Staff’s recommendation?

Staff recommends the continued use of 0.097 percent for the uncollectible
rate factor. Because this factor is revenue sensitive, the overall adjustment
will depend on all proposed Staff and Parties adjustments to Test Year

revenues.

63

See NW Natural/1300, Walker/13 at lines 13-20.
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ISSUE 7. CASH WORKING CAPITAL

Q. Please describe cash working capital (CWC).

A. Generally, a utility provides service to customers prior to receiving payment

(revenue lag). When a utility purchases goods and services, there is normally
a billing delay for the payment to the vendor/seller (expense lead). Calculating
an appropriate level of CWC relies on two components: 1) the number of days
of revenue lag versus the number of days of expense lead the utility
experiences in a time period; and 2) the dollar amounts for each. If it takes
longer for a company to receive billed revenues than it does to make payments
to the utility’s vendors, an operational cash shortfall can develop that needs to
be filled from an alternative source. A utility could borrow funds on a short-
term basis to meet their cash needs, attempt to extend their repayment period
to vendors to reduce monthly cash outlays, or it can recover additional funds

from customers necessary to bridge the operational cash need gap.

. Did the Company request CWC in the rate filing or provide a recent

lead/lag study?

No. Staff did not identify any segment of the Company’s initial filing testimony
where CWC was included in the Company’s proposed revenue requirement,
nor did Staff locate a current lead/lag study amongst the supporting work

papers.

. Is CWC included in the Company’s filing?

No. However, the Company has requested a separate rate base component

for materials and supplies (M&S), which is discussed in Staff/500, Bolton.



Docket No: UG 435 Staff/200
Fjeldheim/39

Q. Does this conclude your testimony?

A. Yes.
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NAME:
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TITLE:

ADDRESS:

EDUCATION:

EXPERIENCE:

Fjeldheim/1

WITNESS QUALIFICATION STATEMENT

Brian Fjeldheim
Public Utility Commission of Oregon

Senior Financial Analyst
Energy Rates, Finance and Planning Division

201 High Street SE. Suite 100
Salem, OR. 97301

Bachelor of Science, Business Accountancy
Regis University, Denver, CO

Bachelor of Science, Aviation Technology
Metropolitan State College of Denver, Denver, CO

| have been employed as a Senior Financial Analyst by the Oregon
Public Utility Commission since May of 2018 in the Rates, Finance,
and Audit Division. | currently perform a range of financial analysis
duties related to natural gas and electric utilities, with a focus on
rate case, operational audit, and annual Purchased Gas Adjustment
(PGA) filings. | have participated in utility general rate cases and
power cost filings in the following dockets: Cascade Natural Gas —
UG 347, Avista Utilities — UG 366, NW Natural — UG 388, PacifiCorp
— UE 374, Avista Utilities — UG 389, Cascade Natural Gas — UG 390,
PacifiCorp — UE 390, PGE — UE 391, PGE — UE 394, and Avista
Utilities — UG 433.

| have nine years of professional level financial analysis and
accounting experience. | was previously employed as a Budget and
Fiscal Analyst with the Oregon Department of Justice (DOJ), where |
was responsible for the budget build and ongoing budget execution
of four legal divisions with 165 staff members and a biennial budget
of $75 million. Prior to DOJ, | was employed as a Senior Budget
Analyst with the Oregon Department of Administrative Services
(DAS) and was responsible for the budget build, ongoing budget
execution and cash flow analysis for the state data center with a
biennial budget of $165 million. Prior to DAS, | worked as a Financial
Analyst for the Insurance Division of the Department of Consumer
and Business Services (DCBS), where | performed financial analysis
and solvency surveillance of nine Oregon insurers with annual
revenues of $1.4 billion and assets of $1.1 billion.
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Docket No: UG 435 Fjeldheim/1

Rates & Regulatory Affairs
UG 435
Request for a General Rate Revision
Data Request Response

Request No.: UG 435 OPUC DR 293
293. Please provide IT cost information in the following MS Excel table format:

Percent
UG 435 | Change
Request | 2016 to
UG 435

Costs 2016 | 2017 | 2018 | 2019 | 2020 | 2021

Personnel
Software
Hardware

Contracting /
Professional
Services

Other

Total

Response:
Please see UG 435 OPUC DR 293 Attachment 1.



UG 435 OPUCDR 293 Attachment 1

Costs 2016 2017 2018 2019 2020 2021 UG 435 Percent Change
2016 to UG 435

Personnel $9,331,808| $10,079,695| $9,360,242| $10,047,054| $10,134,258| $10,962,502| $11,239,634 20%
Software $2,344,211| $2,826,203| $3,273,700| $3,678,002) $4,316,357| $5,477,045| $20,274,444 765%
Hardware $616,183 $503,311 $533,487 $690,501 $765,392] $1,131,407| $1,136,344 84%
Contracting /

Professional Services $800,338 $762,668| $1,488,645| $1,034,917| $1,576,157| $2,446,808| $2,718,784 240%
Other $1,683,444| $1,725,343| $2,491,523| $2,196,512| $2,449,553| $2,496,269| $2,879,706 71%
Total $14,775,984| $15,897,219| $17,147,597| $17,646,985| $19,241,718| $22,514,031| $38,248,913 159%

Expenses reflect OR allocated expenses prior to any administrative transfer

Increase in UG 435 expense in O&M discussed in NW Natural/1200 Davilla/Page 14 and in detail in direct testimonies of Jim Downing (NW Natural/600 & 700)

Page 1of1
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Rates & Regulatory Affairs
UG 435
Request for a General Rate Revision
Data Request Response

Request No.: UG 435 OPUC DR 294

294. Please provide NW Natural's FTE count for IT staff in the following MS Excel table
format:

Percent
UG 435 Change
Request | 2016 to
UG 435

2016 2017 2018 2019 2020 | 2021

FTE

Response:
Please see UG 435 OPUC DR 294 Attachment 1.



Docket No: UG 435

UG 435 OPUC DR 294 Attachment 1

Staff/202

Page 1of1 Fjeldheim/4

Percent
UG 435 Change
2016 2017 2018 2019 2020 2021
Request** 2016 to
UG 435
FTE* 72.5 74.5 77.0 84.0 92.0 90.0 92.0 26.9%

*numbers reflect year end FTE counts

**FTE does not reflect additional expense to support the requirement of the Department of Homeland
Security's TSA Directive Pipeline-2021-02. This additional expense does include labor to support and is
discussed in further detail in Jim Downing's Direct Testimony (NW Natural/700, Downing). This expense
was included as non-payroll in this case due to the current uncertainty around whether the labor will
come as Company employees, managed services, or a combination thereof.




Staff/202
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Rates & Regulatory Affairs
UG 435
Request for a General Rate Revision
Data Request Response

Request No.: UG 435 OPUC DR 295

295. For each of the component FTE included in NW Natural’s response to the previous
DR:

a. Please list the current job-title (i.e. Database Administrator 2, etc.).
b. Please provide the time in-service at the Company.

Response:
Please see UG 435 OPUC DR 295 Attachment 1.
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UG 435 OPUC DR 295 Attachment 1
2021.12 1of 3 Fjeldheim/6

Job Title Job In Date
Change Mgmt & IT Compliance Manager 2/20/2017
Solutions Architect 9/30/2019
Bl Developer/Analyst 2 2/1/2015
Network Engineering 3 12/30/2019
Cybersecurity & Compliance Director 8/31/2015
Applications Engineering 3 1/1/2005
Applications Engineering 3 4/1/2021
Applications Engineering 3 12/30/2019
Solutions Architect 11/15/2021
Applications Engineering 2 3/1/2017
Applications Engineering 3 4/13/2020
Engineering 3 12/17/2018
Applications Engineering 3 10/1/2019
Solutions Architect 12/10/2018
Telecom Analyst 3 1/1/2005
Solutions Architect 3/16/2014
Network Engineering Manager 3/31/2017
Applications Engineering 3 8/1/2009
IT Business Analyst 2 2/12/2018
Operational Technology Sr Manager 1/24/2017
Applications Engineering 2 7/23/2018
Business/Budget/Finance Analyst 2 8/1/2007
IT Compliance Analyst 3 12/27/2017
Syst Admin IT Spec 3 12/16/2019
Engineering 3 8/28/2018
Applications Engineering 4 11/1/2013
IT Security Specialist 2 3/9/2020
Service Desk Spec 3 8/6/2018
Applications Engineering 3 5/1/2016
Proc/Asset Mgt IT Spec 3 8/1/2010
Engineering 3 4/1/2021
Applications Engineering 3 7/2/2018
Applications Engineering 4 1/1/2005
Applications Engineering 2 8/19/2019
Staff Assistant 2 9/15/2020
Applications Engineering 4 7/13/2020
IT Compliance Analyst 2 3/2/2020
Syst Admin IT Spec 2 12/30/2019
DB Developer/Administrator 3 7/13/2020




Docket No: UG 435

UG 435 OPUC DR 295 Attachment 1
2021.12 2 of 3 Fjeldheim/7

Job Title Job In Date
Applications Engineering 3 2/1/2014
Applications Engineering 3 9/16/2019
Dsktp Admin IT Spec 2 5/20/2013
IT Security Specialist 3 2/1/2014
Applications Engineering 2 7/30/2018
Applications Engineering 3 9/21/2015
IT Compliance Analyst 2 8/16/2019
Dsktp Admin IT Spec 3 7/16/2012
DB Developer/Administrator 3 6/1/2017
Network Engineering 3 7/23/2018
Service Desk Spec 3 5/21/2018
Syst Admin IT Spec 2 4/16/2014
Enterprise Architecture Director 7/23/2018
Syst Admin IT Spec 3 11/11/2019
Network/Infrastructure/Svc Delivery Dir 8/27/2018
Applications Engineering 3 5/16/2020
Service Desk Spec 3 1/14/2019
Applications Engineering 2 6/5/2017
Applications Engineering 4 6/16/2014
Applications Engineering 4 4/15/2011
IT Security Specialist 3 4/1/2017
Syst Admin IT Spec 3 9/18/2017
Dsktp Admin IT Spec 3 3/2/2020
Syst Admin IT Spec 3 4/13/2017
Communications & Controls Supervisor 2/19/2018
Syst Admin IT Spec 2 12/16/2019
Dsktp Admin IT Spec 3 1/2/2019
IT Planning Senior Manager 9/1/2018
Enterprise Applications Manager 11/30/2017
Infrastructure Manager 11/12/2018
IT Security Specialist 2 5/11/2020
Enterprise Applications Manager 8/3/2015
Systems Analyst/QA 3 7/1/2016
Applications Engineering 3 8/19/2019
Syst Admin IT Spec 2 6/4/2018
Solutions Architect 12/10/2018
Enterprise Applications Manager 6/1/2015
IT&S Security Operations Manager 1/20/2020
IT Business Analyst 3 3/1/2021
Systems Analyst/QA 2 8/10/2020

Staff/202
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Docket No: UG 435 2021.1230f3  Fjeldheim/8
Job Title Job In Date
Applications Engineering 3 12/1/2012
Enterprise Applications Director 9/1/2014
Applications Engineering 3 1/1/2005
Syst Admin IT Spec 2 2/17/2020
Dsktp Admin IT Spec 3 6/16/2019
Service Desk Spec 3 12/29/2017
DB Developer/Administrator 3 4/1/2016
Syst Admin IT Spec 3 12/15/2013
Applications Engineering 3 10/1/2019
Applications Engineering 3 3/1/2010
Applications Engineering 4 7/6/2020
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Rates & Regulatory Affairs
UG 435
Request for a General Rate Revision
Data Request Response

Request No.: UG 435 OPUC DR 296

296. Does the Test Year include new IT projects, IT system upgrades, and/or
incremental IT rate base additions? If yes, please provide:

a. A breakout of expenditures by project, to include the total Company dollar
amount, the Oregon allocated dollar amount, and the FERC account.

b. The approved budgeted amount for each individual project.

c. A comparison of budget to actuals for each project, with a projected total spend.
For projects with a projected cost of + 10 percent of the budgeted amount, please
provide a supplemental narrative explaining the cause(s) of the deviation and what
steps the Company took to manage project costs for the benefit of ratepayers.

d. A brief narrative describing why each project is needed and how ratepayers will
benefit.

e. The projected in-service date for each project.

Response:

a. Please see UG 435 OPUC DR 296 Attachment 1, tab “A and E” for a list of IT
rate base additions in the Test Year. Included is the total project expense, OR
allocation, and the FERC account.

b. Please see UG 435 OPUC DR 296 Attachment 1, tab “B — D” for approved
budgets of active capital projects and forecasted project budgets for those not yet
started.

c. Please see UG 435 OPUC DR 296 Attachment 1, tab “B — D.”
d. Please see UG 435 OPUC DR 296 Attachment 1, tab “B — D.”

e. Please see response (a) for in-service dates.
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UG 435 OPUC DR 296 Attachment 1

In Service in Test Year
Row Labels Sum of System Amount  Sum of OR Allocation Active Capital Forecasted  Actuals plus Variance Narrative
Project Total Projects (not forecast
Budget

200067-1 Tech Refresh- Large Servers/Storage (Hardware) 204,788 180,726 204,788 n/a n/a Ongoing refresh of depreciated HW/SW

200067-2 Tech Refresh - Large Servers/Storage (Software) 477,839 421,693 477,839 n/a n/a Ongoing refresh of depreciated HW/SW

200068-1 Tech Refresh - Desktop/Laptop/Periph -Field Laptop Refresh (Hardware) 985,632 869,821 985,632 n/a n/a Ongoing refresh of depreciated HW/SW

201693-1 Tech Refresh Network Hardware 105,222 92,858 105,222 n/a n/a Ongoing refresh of depreciated HW/SW

1201694 Tech Refresh Microwave 1,325,376 | 1,169,645 1,325,376 n/a n/a Ongoing refresh of depreciated HW

1201695 Tech Refresh - Telemetry 1,559,385 | 1,376,157 1,559,385 n/a n/a Ongoing refresh of depreciated telemetry

| 201696 Tech Refresh - Telephony 341,314 | 301,209 341,314 n/a n/a Ongoing refresh of depreciated telephony

201936 Patch and SW Delivery Automation 105,222 92,858 105,222 n/a n/a This project is the continued effort to modernize our

hing and softy aut to bring more efficiency

to NW Natural. This includes packing software in Software
Center as well as modernizing software patch deployment
via the SCCM tool.

1201963-2 Tech Refresh Network Software 70,148 | 61,905 70,148 n/a n/a Ongoing refresh of depreciated HW/SW

201987 GMACS Enhancements 350,739 309,527 350,739 n/a n/a Several small projects, each under $100k covering
reporting enh and integ of data into

[ | SCADA.

|202054-1 |-Series CIS Hardware Refresh (HW) 428,094 | 377,793 428,094 n/a n/a Ongoing refresh of depreciated HW

202145 Tech Refresh Network Radio Infill 350,739 309,527 350,739 n/a n/a Expanding radio footprint throughout the estate to enable
more RF telemetry sites and move away from legacy

| | copper connections

202149-1 Telematics and Dash Cameras (EOD) (Hardware) 12,808 11,303 422,957 422,957 0 |Final Installations of Dash Cameras in all NWN fleet vehicles

202149-2 Telematics and Dash Cameras (EOD) (On Prem) 51,232 45,212 358,288 308,288 (50,000) | Final Installations of Dash Cameras in all NWN fleet vehicles

1202282-2 M365 Implementation Program (On Prem) 12,224 | 10,788 12,224 n/a n/a M365 enhancements following go-live

1202282-3 M365 Implementation Program (Cloud Based) 17,706 | 15,625 17,706 n/a n/a M365 enhancements following go-live

202399 Application Lifecycle Mgmt - Digital Portal 2022 96,973 85,579 96,973 n/a n/a Lifecycle upgrades and minor enh of NWN
systems that support Digital Portal - NWN website.

1990577 Disaster Recovery Implementation 1,015,192 | 895,907 1,015,192 n/a n/a g the disaster recovery program at NW Natural

990586 Application Lifecycle Mgmt - Digital Portal 2023 1,957,889 1,727,837 1,957,889 n/a n/a Appli pgrades as part of soft lifecycle
mm!ement

990587 Application Lifecycle Mgmt - ECM/Open Text 2022/2023 975,182 860,598 975,182 n/a n/a Application upgrades as part of softy lifecycle
management

990593 Dev Ops Standardization Imp i 845,377 746,045 845,377 n/a n/a This initiative is to standardize and establish the "DevOps"
pr forkey eco sy in our envir t (SAP, CIS
and other develop y ). Thep
specifications will be followed by tool dations to
bring and eliminate redundancy.
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Row Labels

Sum of System Amount  Sum of OR Allocation

Active Capital

Forecasted

Project Total Projects  (not

Budget

started)

990652 Application Lifecycle Mgmt - TALON (Com/Ind. Metering) 2023

58,777

51,871

58,777

Variance

UG 435 OPUC DR 296 Attachment 1

Narrative

Application lifecycle management of Commercial/Industrial
meter reading

990661-2 Contact Center IVR Lifecycle/Enh ents 2022

276,851

244,321

276,851

Application enh to CCC/IVR

990665 Enterprise System Integration Platform: Legacy Migration

943,495

832,634

943,495

990666 Enterprise System Integration Platform: New Capabilities

1,069,306

943,663

1,069,306

990670 Meter Technology: Asset Management Planning and Impl.

872,600

770,069

872,600

990680-1 Pipeline Awareness: Mobile Control Room Mgmt (Hardware)

169,967

149,996

169,967

990680-2 Pipeline Awareness: Mobile Control Room Mgmt (On Prem)

169,967

149,996

169,967

990684 Technology Devel Design

95,073

83,902

95,073

990727-1 Application Lifecycle Mgmt - Allegro Upgrade 2022

1990732 NWN Plants IT Sys & Ops S lining & Standardization: Planning & Impl

274,144

1,562,359 |

241,932

1,378,782

274,144

1,562,359

n/a

The project is the planning phase of the migration of
existing interfaces to new integration platform to obtain
improvements in security, supportability and efficiency

This initiaitive will be to the API
xploration and solution archit: an important

capability to imp the sy integration. The goal is
to change the way we integi our to imp

our agility to deliver integrated solutions for

services. We will start the architecture process in 2022 and
completein 2023.

rec dations from Meter Technology
Strategy

This initiative is to blish a pilot impl f data
and analytis use case to improve the functionality of the
Gas control operations. The goal is to target the analytics
to improve the visibility and insights on safety and
reliability of gas distribution services.

This initiative is to blish a pilot impl jlonof data
and analytis use case to improve the functionality of the
Gas control operations, The goal is to target the analytics
to improve the visibility and insights on safety and
reliability of gas distribution services.

n/a

This initiative will be to establish business capability
portfolio and technology portfolio management to provide
h d visibility into ¢ lly improving the

functionality, reliability, functionality and security of the
capabilities.

Lifecycle upgrade of NWN gas management system.

To define and architect NWN storage and LNG plants to
meet business and applicati quil atan
enterprise level. The intent is to define standards
architecture to allow for the implementation of a scalable

and flexible platform providng reliability through a

e £
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Row Labels Sum of System Amount  Sum of OR Allocation Active Capital Forecasted
Project Total Projects (not
Budget started)
990738 Cloud Strategy Foundation Implentation 2022 340,514 300,504 340,514
990818 Cloud Foundation: Optimization of the Cloud 855,194 754,709 855,194
1990819 Data Foundation: Onboard & Op 1,527,581 | 1,348,091 1,527,581
1990821 DevSecOps - Replatforming 479,995 | 423,59 479,995
990827 Network Security: Preimeter Controls 885,923 781,827 885,923
1990831 Tech Refresh - Newport ICS - Hardware 393,682 | 347,424 393,682
1990832 Tech Refresh - Newport ICS - Software 393,682 | 347,424 393,682
Blanket Project Applicant 17 328 | 289 328
Blanket Project Applicant 38 114,960 | 101,452 114,960
Blanket Project Applicant 38.1 77,312 | 68,227 77,312
Blanket Project Applicant 38.2 1,160,907 1,024,500 1,160,907
Grand Total 23,011,700 20,307,825

Actuals plus
forecast

n/a

n/a

n/a

n/a
n/a

n/a
n/a
n/a
n/a

UG 435 OPUC DR 296 Attachment 1

Variance Narrative

n/a This initiative is refine the cloud adoption roadmap based
on our learning over the past year that is more logical and
realistic. We will follow with implementions of the cloud
adoption in 2023 and beyond.

n/a This initiative is to optimize the cloud architecture and
cloud security foundations we established in 2021, based
on relevant use cases and additional planning activities.

n/a This projectis of the blisk t of
Enterprise Data and Analytics Platform (aka EDP). The
focus will be to optimize, enhance and add new
functionality to the platform capabilities. The goal is to
improve our understanding of the data and the quality of
the data toget better insights on customer services and
experience.

n/a Realigining DevSecOps to new standard

n/a Recinding request. Some of this work is included in TSA
SD2. The inder will be restructured

n/a Lifecycle repl and/or imp of network
equipment in SCADA networks

n/a Lifecycle repl and/or imp its of network
equipment in SCADA networks

n/a Radio & Electronics improvements

n/a Hard! /softy lifecycle

n/a Hard! lifecycle g

n/a f lifecycle
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Staff/202

Docket No: UG 435 Fjeldheim/18

Rates & Regulatory Affairs
UG 435
Request for a General Rate Revision
Data Request Response

Request No.: UG 435 OPUC DR 297

297. Does the Company have a formal acquisition policy or procurement procedure for
IT projects? If yes:
a. Please provide a copy of the current policy/procedure(s).

b. Please provide a narrative description of NW Natural’s process(es) for acquiring
IT resources.

Response:
a. Yes. Please refer to UG 435 OPUC DR 297 Attachment 1.

b. UG 435 OPUC DR 297 Attachment 1 contains procedures related to the various
phases of a project where procurement may occur. Beginning on page 8, IT-specific

tasks are described. Pages 28 — 30 detail all purchasing practices. UG 435 OPUC
DR 297 Attachment 2 contains NW Natural’s Corporate Purchasing and

Expenditure Procedure. This document is currently being reviewed and updated
and we will supplement this data request when the updated version is finalized.
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PROJECT MANAGEMENT
HANDBOOK

NW Natural
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About this Document

The PM Handbook is a tool for project managers across NWN who are following the PMO process. It is not
meant to be all inclusive, but it is intended to be a foundation for managing a project within the PMO'’s
standards. If you are a PMO contractor, there is also a section on need to knows in the appendix.

This is also a living document — if you see something that you think should be added to the handbook, let us
know. Additional questions can be directed to ppm@nwnatural.com.

1



Docket No: UG 435
NW Natural’'s PMO

As a PM, your role is to own your project and you are responsible for proactively driving the project
forward. At any time, you should be able to report out on what's happening and what risks and issues might
prevent success. We expect you to build a strong relationship with your sponsor and project team and escalate
any issues thoughtfully and proactively.

UG 435 DR 297 Attachment 1 Staff/202
Page 3 of 46 Fjeldheim/21

NWN has a centralized PMO that manages Tier 4, and supports Tier 1-3 projects. The PMO provides project
managers, business analysts and change managers for projects typically serving one of three disciplines:
IT&S, Facilities and Engineering. Projects are broken out by Tier based on their cost:

Tier based on Funding

w/o COH, including capital
and O&M

Tier 0
Less than (Other
$50K Planned

Work)
$50K - 2
$250K Tier 1
$250K - -
$500K Tier 2

PPM
Requirement

Recommended,
but not required

Recommended,
but not required

Required

Required

Required

Stage Gate
Requirement

None

Goes through
Stage Gate, to
sponsors

Goes through
Stage Gate, to
sponsors

Goes through
Stage Gate, to
sponsors

Goes through
stage gate, up
to EC

PMC Approval
Requirement

None

None
(through Port
Mgr approval)

Recommended,
but not required
(otherwise Port

Mgr approval)
Required
(exception for
Eng w/o other
effort needed)

Required

Project
Management
Requirement

None

None

Acting PM
required; may
be sourced
through PMO

Acting PM
required; may
be sourced
through PMO

PMO-approved

or PMO PM
required

Sponsorship
Requirement

None

Exec Sponsor
must be a Sr.
Director or
above

Exec Sponsor
must be an
officer or above

Exec Sponsor
must be an

executive

Exec Sponsor
must be an

executive

Governance
Toolkit
Requirement

None

None

None

Recommended,
but not required

Required

The PMO is particularly important in a public utility, as there is an additional layer of governance and
regulatory compliance, especially when it comes to large projects. This includes the Oregon Public Utility
Commission and the Washington Utilities and Transportation Committee (OPUC/WUTC), Securities and
Exchange Commission (SEC), Federal Energy Regulatory Commission (FERC), Pipeline and Hazardous
Material Safety Administration (PHMSA), US Department of Transportation (DOT), Energy Facility Siting
Council (EFSC), etc. This means we are especially focused on:

- Ensuring prudent decision making in the selection and execution of projects

- Giving consistent visibility into the budget, scope and schedule of a project to ensure sound oversight
- Following a process to ensure we select the best solution upfront

We accomplish this through a clear project process with distinct gates to review progress.

Intake

A
Move to Initiate

Initiate

Move to Assess

AA

Projects are managed through a set of three tools:
1. The project process (intake of a new idea, gates, schedule, financial forecast, risks, etc.) are all

managed in Planview, NW Natural’s PPM tool

\,
N\ \J

Move to Plan

Move to

Execute

Close &
Operationalize,

A

Move to Close

2. Project actuals and the record of approved spend are tracked in SAP (and imported into Planview)
3. Large projects have a SharePoint site where all documents are stored




Project Management

(Budget, Schedule,
Scope, Resourcing +
Project Governance)

Business
Requirements /
Design

Change Management
(ifa CM is assigned to
the project)

Technical
Development

Engineering
Requirements and
Design

Vendor Selection +
Procurement

*Sponsor: Intake form B
*PMC: Project review and selection

BA: Triage
BA: Context Diagram (as applicable) &

CM: Rough Change Assessment

EArch: Confirmation that IT&S
Alignment Committee Review is

complete

Eng: Triage

INTAKE

Understand the root problem and
opportunity to inform the selection of
the right projects at the right time

INITIATE

Align and approve on business case,
and the resources needed to assess the
project

*PM: Assess Phase Budget B

*PM: Initial Project Charter

*PM: Decision Log, Risk Log, Issues Log B
*PM: Assess Phase Resource Plan B
*PM: Monthly Status Reports E

*PM: Org Chart &

*PM: RACI B and RAPID

PM: SharePoint Project Site

PM: Stakeholder Register B

PM: Steering Committee + CCB
Sponsor: Project oversight + governance
*PM: Submit "Move to Assess" Gate

BA: Initiation Context Document
(BOSCARD)

BA: Context Diagram &

BA: Business Analysis Work Plan

*CM: 1 Pg Case for Change
*CM: Change Artifact List
CM: Change Portfolio Assessment Form B

Tech Lead: Technical resource plan

Eng/PM: Survey and Assessment Plan

Procurement: Procurement and
purchasing strategy / sourcing strategy
IT Compliance: TISA for new vendors [
Procurement: Purchasing Process if a
vendor is needed for assessment:
Procurement: RFP and vendor
selection for any assess-vendors
Corp Security: Background checks

Project Lifecycle at a Glance

ASSESS

Develop requirements, assess options,
determine alternatives and preferred
solution

PM: Assess the cost of possible solutions
*PM: Design/Plan Phase Budget B

*PM: Design/Plan Phase Resource Plan B
*PM: Design/Plan Phase Schedule

*PM :Final Project Charter &

*PM: Decision Log, Risk Log, Issues Log
*PM: Monthly Status Reports

Sponsor: Project oversight + governance
*PM/Sponsor: Alternatives Analysis (if over
$1MM w/ COH) &

*PM: Submit "Move to Plan" Stage Gate &

BA: Elicitation + Results

*BA: Business Case

*BA: Current State Documentation
BA: Gap Analysis

BA: Requirements Documentation

*CM: Change Impact Assessment

*CM: Stakeholder Analysis

*CM: Change + Engagement Strategy [B
CM: Change KPI Development

EArch: Solution Context Diagram
EArch: Solution Options + Design
EArch: ARB and TRB are initiated
*EArch: RFP scoring criteria against
architecture and requirements and/or
assessment of alternatives and
recommendation of selected option
EApps: Software Development Estimate
IT Security: Assess security needs

PM: Survey, Assessments

Risk + Land: Easements

*Eng: Initial (10-30%) Designs

*Eng: Permitting Assessment and Plan
*Environmental: Enviro Assessment
PM: Geotech

PM/Sponsors: Resourcing Plan

Procurement: RFx development, process
and responses

Project Manager: Competitive Assessment
Memo (CAM) if no RFx

Procurement: Scorecard

Procurement / Sponsor: Vendor selection
IT Compliance: TISA to shortlisted RFx
finalists B

PLAN

Fully flesh out the selected solution and define
the execution path to achieve the project goals

PM: Confirm the costs of the selected solution,
forecast costs to plan the project

*PM: Execution Budget and forecast E

*PM: Project Execution Approach /Plan

*PM: Execution Phase Resource Plan

*PM: Execution Phase Schedule E

*PM: Monthly Status Reports [E

PM/BA/Tech Lead/Sponsor: Determine final
project scope

*PM: Decision Log, Risk Log, Issues Log E
Sponsor: Project oversight + governance
PM/Sponsor: Transition to Operations Plan & (IT
only)

*PM: Submit "Move to Execute" Stage Gate E

BA: To-be process map and documents
*BA: Requirements Documentation
BA: Gap Analysis

*BA: Functional Specs

*CM: Training Needs Assessment, Plan + Materials
*CM: Comms Plan + Materials

CM: Engagement Plan + Materials

CM: Change Portfolio Assessment Form

*EArch: ARB and TRB Approval

EArch: IT&S Ticket Request

*EArch: Solution Architecture Summary £
EArch: Data Model and Migration Plan
Application Owner: Technical Specs B

Tech Lead: Source Target Mapping

Tech Lead: Business Impact Assessment

*Tech Lead: Final Design and Tech Specs

Tech Lead: SOX Compliance Plan

Tech Lead: ETL/Integration Plan

IT SecOps: Vendor Risk Assessment

*IT SecOps: Security Design and Review B

IT SecOps: Incident Response Plan

IT SecOps: PCl Assessment Questionnaire of
Attestation of Compliance

IT SecOps: Security Plan of Action and Milestones
Solution Architect: Infrastructure Implementation
Plan

Solution Architect: Infrastructure Specifications

Eng: Specifications (if externally resourced)
*Eng: Traffic Control Plan

Eng: Potholing

*Eng: 90% Design

PM: Geotech

Permitting Specialist: Permits
Purchasing/Stores: Stock and Non Stock Material
Requirements, Material Reservations, Bids
including Q&A, Quotes, RFQs

RMC: Field Resource Schedules
Construction: Resourcing

*Procurement: SOW

Procurement: PO Management (for change orders,
etc.)

Legal/Procurement: Contracting and Negotiation
PM: Onboarding

PM: ITP checklist (for IT projects)

* indicates that the document must be complete and mwm Rﬂ%ﬁﬁ%mﬁ next phase

blue indicates that the document is formally attached 3R &M&Pto the stage gate request

Track, monitor and control the project as work is Operationalize, adopt and hand
completed over the project deliverables

()
PM: Weekly Status Reports Sponsor: Project oversight + (e
PM: Monitor and control costs, compare to actuals governance @
PM: Monitor and control scope delivery, resource capacity, *PM: Lessons Learned @ N
schedule and all other project aspects to ensure project is *PM: TECO W
on track *PM: Project close activities o
*PM: Decision Log, Risk Log, Issues Log B PM/Sponsor: Final Transition to
Sponsor: Project oversight + governance Operations Plan & (IT only)
PM: Go/No Go Criteria *PM: Final budget true-up
*Sponsor: Go/No Go Approval PM: Submit "Move to Close" Stage
PM: Move project to “Prepare for Closure” Gate

BAJ/QA: User Acceptance Plan

BA/QA: Functional Test Plan

BA/QA: UAT Results and Approval

*BA: Updated Requirements Documentation B
*BA: Knowledge Base Articles

*BA/QA: Requirements Traceability Matrix £

BA: Completed Requirements
Traceability Reports B
BAJ/CM: User Surveys + Interviews

*CM: Training Materials (including FAQs, QRGs) CM: Training, Communications +
CM: Training, Communications + Engagement Delivery + Engagement Delivery + Support
Support CM: Adoption Tracking
*CM/Application Owner: Change Artifacts / Operations CM: Change Close Survey
Handover CM: Knowledge and Tools

CM: Change Readiness Assessment Transfer, Lessons Learned

EApps: Software and Configuration Source Code

EApps: Software Build

EApps: Deployment

EApps: Rollback Scripts

EApps: Software Runtime Artifacts

EApps: Release Notes

*EApps: Run Book

Tech Lead: Solution Cutover Plan

Tech Lead: Data Conversation / Migration Plan

Tech Lead: Solution Test Plan, Scripts, Results, Defect List
Tech Lead: Production Release Verification Plan and IT Security: Security Plan of
Results Action and Milestones
Tech Lead: Information Transfer Agreement

Tech Lead: Vendor Security Assessment

IT SecOps: Security Testing / Vulnerability Scans,
Remediation Plan

Disaster Recovery, Tech Lead: Disaster Recovery Testing
and Plan &

Business Continuity: Business Continuity Plan

Tech Lead: Change Control Review Board Release
Approval

IT: Technical Support Plan &

*PM: Operations + Maintenance Plan, Engineering PM: O&M Manuals

Procedures *Eng: As-Builts, Management of

PM/Eng: Construction Management Change, CDM, Testing and

Tech Training: Field Training Verification Documentation
L
@
o
= 1
.
=
N

Procurement: PO Management (for change orders, etc.) N

coc/uels
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Project Phase Checklists

The NWN project process currently has 6 stages, with 6 routine stage gates at major milestones. The below
checklists walk through the standard expectations at each phase, with the required gates highlighted in green.
Additional information on the Stage Gating process can be found in the Stage Gate Section.

Intake Checklist
An idea is generated, funneled through a prioritization and selected to begin.

Intake

/
75
| P

Move to Initiate

—
~—J The owner/sponsor generates an idea, socializes it with an executive sponsor

‘._J The owner aligns with any department-specific approval processes. For instance, if the project has IT
component, the project is reviewed by the IT&S Enterprise Architecture team, IT&S Alignment Committee
and Architecture Review Board (ARB) before it becomes a project

‘_-J If the project is >$50K, the owner of the project submits a proposal for New Work in Planview (guide
here!), which outlines the underlying problem; they also have the option of estimating what teams might be
involved and the rough order of magnitude. If this information is not easily accessible, a BA will complete
the estimate

Engineering Addition: Engineering PM submits the intake request and completes triage:

L_J If it's a tier 3-4 project, they complete the Triage section of the New Work form; if the project is
<$500K or there are no other teams impacted, the system will bypass the additional triage steps

L_J Once submitted, a “triage” step will be assigned to the engineer in Planview that will include:
- Final review of the triage section of the intake form
Reach out to potentially-impacted teams to understand their involvement then:
o Add any organizational impacts (e.g. teams impacted by the project when launched), or
leave blank if none exist
o If applicable, add any shared services resources (e.g. SCADA) into the Work and
Assignments screen
Add where the $50K of initiation funding will be spent into the financial view (e.g. for internal labor)

Once submitted, project will route to the PMC for review

ltem Score
| 2 ez = Safety or High 5 pts = safety or high risk
J Proposed ideas are “Triaged” by a BA to assess the problem, Riskty ! 0 ‘;ts = non;y &
gpproxu:nate order of magnitude. The Intake _and Triage S— T —
information are then channeled to the Portfolio Management Alignment 0 pts = not listed goal

Committee (PMC) for review and prioritization

5 pts = strong potential

Value Creation 0 pts = low potential

L_J A representative from the PMC nominates the project for Dept Roadmap DI = Ol [0aomen

. . . 0 pts = not on roadmap
selection. The PMC will validate that the necessary resources
3 pts = maintains ops

are ready and able to take on the project and then will vote to Operational 1 pt = improves ops
move the idea forward. The portfolio manager Moves the NogasSty 1 pt = adds new capability
project to initiation and the project is funded with $50,000 and o 2 pts = tangible deadiine
assigned a PM (that’s you!) to “initiate” the project. Time Sensitivity 1 pt = desired deadline

0 pts = no deadline
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Initiate Checklist
Once the project has been selected by the PMC, it becomes an official project and a PM is assigned. This
phase focuses on approving the business case and gathering the resources needed to assess the project.

Initiate

1/
[ 4

Move to Assess

“_j Identify your core project team: project sponsor, executive sponsor and team leads; work with each
individual 1:1 to level set about their responsibilities and role on the project.

‘~_J Identify and align on initiate-phase deliverables, assigning owners and approvers; you'll use this to
ensure accountability and clarity of roles throughout the phase. If a tier 4 project, develop your
governance tools including RACI, RAPID, org chart and stakeholder list

L._J Review the accounting practices and with insight from your department managers and your sponsor, sit
down with the PMO Accountant and determine capital vs. operational costs for assess and plan phases.

L

Hold a Project Kickoff Meeting (with your core team) and a kickoff SteerCo meeting (if applicable).
Leverage the Kickoff Deck to reinforce roles, and set ground rules and a communication cadence.

|

L

Identify NWN partner resources that are needed for the project as early as possible. If the resource need
is meaningful (>5% for more than a few weeks), each resource needs to be requested via a Requirement
in Planview. Leverage the Stakeholder Register when considering resources to engage. Of Note:
o Ifthere are environmental, safety or permitting requirements, meet with relevant teams early
to develop a plan; hint: leverage the Environmental Checklist to assess enviro team needs
o Ifthere are elements of rental, lease, easements, rights-of-way, insurance, etc., reach out to
Risk and Land, ensuring plenty of lead time (easements can take 10-18 months to procure)
o If your project has IT components, engage Enterprise Architecture
o If your project leverages endpoint technology (mobile phone, laptop, desktop, tablet, etc.) even
if itisn’t an IT project, loop in Service Delivery (Desktop Support) at the start of the work so
you can determine the proper level of involvement (estimating FTEs to maintain the product,
support needs, etc.)
o If the project meets at least one of the below criteria, engage with IT Information Security:
= Use of Personally Identifiable Information (PlI) or Confidential Information
= External facing applications or systems or interaction with existing applications
= Control systems for pipelines or gas storage facilities
Information Security review is required by a regulatory or oversight body

J Identify and work with Procurement to plan for contractors and vendors who might be needed to assess,

plan and design the project

o Iftrying to select a vendor, work with Purchasing to engage existing vendors first or so that
Purchasing can lead an RFx (Request for Information/Quote/Proposal); refer to the Purchasing
Overview in the appendix for more information

o Confirm if a current Master Service Agreement (MSA) or other contract is on file for the
vendor(s). If contracting with new vendors or contractors that will have access to project
SharePoint sites, be sure to implement permission levels on the site to exclude 3™ parties from
access to the contracts folder

o If engaging new contractors or vendors, inform Legal and Purchasing with plenty of lead time. If
customer data, or company confidential/sensitive information may be shared/transferred
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[/created, notify Legal to determine the proper NDA before proceeding. When in doubt of
contracting or potential sensitive information, reach out to Legal for discussion and feedback

o0 If required for contractors, engage Corporate Security to initiate background checks; ensure the
vendor is completing a drug test aligned to Purchasing requirements

Request a SharePoint project site by filing a Request for Support through the Self-Service Portal
(IT&SM Portal); this site is where you’ll house all of your project documents not inherent to Planview. An
overview of how to manage and what to store on your SharePoint site can be found in the appendix.

Finalize the budget for the assess phase, building into your Financial Detail Screen in Planview. Be sure
to include contingency. If you need support, work with the PMO accountant. Note: budgets in Planview
should be developed without Construction Overhead (COH), but COH does need to be considered when
determining the need for an Alternatives Analysis during the Assess phase; please check with accounting
on the latest COH rate for your project during this process.

Develop a schedule for the assess phase (and beyond if you can!), building major milestones, dates,
dependencies, etc. into your Work and Assignments Screen in Planview. If you are leveraging any internal
contractors or FTEs (e.g. IT&S resources, SMEs, etc.), you also need to request those resource roles
by filing Requirements at the top of your schedule for the Assess Phase.

Establish your change control board (who reviews changes in scope, budget, schedule or quality and
approves the use of contingency when a change order is filed). This should likely include your sponsors
and a few key stakeholders / steerco members who are knowledgeable about the project.

Build your initial project charter (form can be found in your Work Detail in Planview). This process
should include interviewing stakeholders to the project’s overall requirements and their definition of project
success. In parallel, confirm your project is tied to the correct officer goal and strategy pillar in Planview.

Get sign off from all relevant parties on initiate-phase deliverables. Leverage your RACI and RAPID
forms to identify required deliverables and key approvers, then ensure they have reviewed and approved
the documents they are accountable for. This step needs to be completed before a gate is requested.

Submit Stage Gate Request in Planview to which will include a request for Assess
budget and a link to your initial project charter, budget, schedule, risks, etc. It is best practice to also send
an email to your sponsors before submitting the gate for awareness.

Engineering Additions IT&S Additions

Initiation funding can also be used to hire
external resources for initial assessments
needed to design the project; work with
Purchasing to identify and onboard the right
resource to support this work

For record keeping, add all documents to
Engineering project site (critical for rules
around maintaining records)

Before entering your stage gate request,
schedule a planning meeting with your core
group to review the plan, and a follow up
meeting for approval including the RMC

For large projects, identify an IT&S project sponsor
and executive sponsor to share the responsibilities
and escalations from the IT point of view

Identify Tech Lead and Solution/Enterprise
Architect and onboard them as part of the project
team; ensure they are aware of and follow the
Software Development Life Cycle Policy and are
working each step into the project schedule

Include your BA from the start — their role is to
define the underlying needs of the project,
impacted stakeholders, current state, etc.

If there’s a new vendor, Hardware or SaaS
involved: complete a Software Request before the
vendor is contracted to start the process for a
TISA, Vendor Risk Assessment and Security
Operations review (more info here)
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Assess Checklist

The Assess phase is used to fully develop requirements, assess options, and determine alternatives and a
preferred solution. If a significant study is needed to explore a potential solution, the Assess phase is used to
take the time for this evaluation. If the project is >$1MM with COH, the Assess phase culminates in submitting
an Alternatives Analysis, where a solution to the problem is proposed. Everything before the AA is exploration
of a problem, and does not commit to any decisions on how to tackle the solution.

Assess

\
Move to Plan

v_,‘ Manage the overall project progress, including:
- Manage project team resources to keep momentum, keeping your requirements up to date for any
resources on your project
- Engage purchasing resources as needed
- Complete status reports (monthly during Assess) in Planview
- Carefully manage your budget, including:
o Before the end of every month, update accruals
o Track / receive / audit invoices on an ongoing basis and manage costs accordingly
o Keep your Planview Financial Detail up to date with the latest forecast; on a monthly basis, the
system will snapshot a baseline
- Hold regular meetings with the project team and steering committee (see meeting standards);
remember to find the right balance of providing the most important information while being sensitive to
busy schedules; leverage the project walking deck as a starting place
- Build a detailed Risk and Issue Log in Planview, using our risk standards to assess severity
- Perform contractor performance management as needed

L_J Submit a purchase request (more info here) to kick off the purchasing process for any studies or
assessments. Remember that your purchase request cannot exceed your current approved spend. If you
need to request an execution purchase before the execute budget is allocated, you can submit an Early
Purchase during the Move to Assess or Move to Plan Gate or through a Change Order (guidelines in the

appendix).

‘,_J Facilitate detailed requirements gathering, feasibility studies, assessments, etc. to prepare for determining
a solution (these will be led by a Business Analyst (BA) if you have one on the project)

‘._J Support Purchasing in developing and sending an RFx as needed (details in the appendix)

L_j Onboard and support any contractors. If you will have contractors that will not have NWN laptops, they
will need access to Virtual Workspace. To get this set up, you will need to request a new project VDI
profile. Work with your tech lead, SMEs, engineers and/or IT sponsor to define and file a request to set up
this VDI project profile, including: 1) the project name 2) the contractors that need access, and 3) the list of
applications requested (there will be one profile for the whole team, so make sure the list of tools is
comprehensive for every role!). Note that there may be licensing cost and/or access issues that will need
to be negotiated depending on what you're requesting. More information on VDI can be found in the

appendix.
‘--——‘ Finalize your full project charter (form can be found in your Work Detail in Planview)

L—J Determine if an Alternatives Analysis (AA) is required (details in the appendix); if so, stop your design
process before any decisions are made to write up a thoughtful AA of the project alternatives. You should

7



UG 435 DR 297 Attachment 1 Staff/202

Docket No: UG 435 Page 9of 46 Fjeldheim/27
have enough information that you can properly anticipate costs of different approaches to solve the
problem (e.g. 30% design for pipeline projects or proposals submitted to an RFx but no vendor yet
selected). To submit an AA, first complete the AA Narrative Form, save it on your SharePoint site, then
submit request through Planview for review by the AA Committee.

Finalize the budget for the plan phase, building the needs into your Financial Detail Screen in Planview.
Be sure to include contingency. If you need support, work with the PMO accountant.

Develop a schedule for the plan phase (and beyond if you can!), building major milestones, dates,
dependencies, etc. into your Work and Assignments Screen in Planview. If you are leveraging any internal
contractors or FTEs (e.g. IT&S resources, SMEs, efc.), you also need to request those resource roles
by filing Requirements at the top of your schedule for the Plan Phase.

Submit Stage Gate Request in Planview to which will include a request for Phase budget
and link to the full project charter, budget, schedule, risks, etc. It is best practice to also send an email to
your sponsors before submitting the gate for awareness.

Engineering Additions

Complete the 30-60% design, enough to obtain reliable ballpark costs before submitting the AA
- Pipeline projects should aim for 30% design
- Plant or customized projects should aim for 60% design

Facilities Additions

Have the architecture team create a preliminary 40% design and the construction team provide the initial
price estimate for the work; then facilitate the submission of the AA. Note: Land purchases should have an
AA completed before any design is completed to review the purchase

IT&S Additions
If purchasing is needed, utilize the ITP_Checklist to initiate purchase request

Before the SOW and/or RFP is developed sit down with your Solution Architect and IT&S Project Sponsor
to determine techincal document needs and include them in the SOW/RFP and future project plans

Engage Enterprise Architecture to participate in the solution options and design. Ensure they have
developed Solution Architecture Diagram and reviewed it in ARB

Submit your RFx; after receiving responses but before selecting a vendor, submit the AA. Engage the
finance team to analyze the benefits and cost of service between on-prem and cloud solutions if applicable
Important note: The cost of hours during assess phase are primarily capital, but any time that is spent
reviewing the RFP or sitting in presentations for vendors not selected need to be charged to O&M.

Develop an agreed upon list of relevant technical documents that need to be completed in the project
plan, including:
o Confirm that IT&S Security Operations has completed a design review, if required
¢ Once the IT&S Security Operations design review, if required, is completed, confirm an Solution
Architecture summary has been developed; ensure your tech lead and architect are working
together to channel the project through the TRB and ARB and that the solution has been approved
o Facilitate the development of technical specs and functional specs (FDS); once complete, share
with the appropriate teams including business SMEs, IT&S manager and IT&S Security Operations
e For all new applications, ensure your tech lead / solution architect has filled out a Business Impact
Analysis and Incident Response Plan; check with Information Security and Compliance for
guestions
o For new applications, be sure to include a disaster recovery test task in project plan
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Plan Checklist
The plan phase is used to fully flesh out the selected solution and define the execution path to achieve the
project goals

|
)

Move to
Execute

._J Manage the overall project progress, including:
- Manage project team resources to keep momentum, keeping your requirements up to date for any
resources on your project
- Engage purchasing resources as needed
- Complete status reports (monthly during Planning) in Planview
- Carefully manage your budget, including:
o Before the end of every month, update accruals
o Track / receive / audit invoices on an ongoing basis and manage costs accordingly
o Keep your Planview Financial Detail up to date with the latest forecast; on a monthly basis, the
system will snapshot a baseline
- Hold regular meetings with the project team and steering committee (see meeting standards):
remember to find the right balance of providing the most important information while being sensitive to
busy schedules; leverage the project walking deck as a starting place
- Build a detailed Risk and Issue Log in Planview, using our risk standards to assess severity
- Perform contractor performance management as needed

‘__JSubmit a purchase request (more info here) to kick off the purchasing process for any final design or
planning costs. Remember that your purchase request cannot exceed your current approved spend. If you
need to request an execution purchase before the execute budget is allocated, you can submit an Early
Purchase during the Move to Assess or Move to Plan Gate or through a Change Order (guidelines in the

appendix).

‘-._J Finish your project design, partnering with key stakeholders and relevant partners (these will be led by a
Business Analyst (BA) if you have one on the project). Obtain sign off on any design or requirements
documents, and ensure sign off on the final on the scope of work.

;_J If the project execution will engage 3™ party vendors for materials, supplies, hardware/software, or
services, work with Purchasing to complete the acquisition process. Use the approved scope to create a
Statement of Work (SOW) for the project; your purchasing buyer will have the latest templated version of
the SOW and the latest guidelines regarding purchasing processes, deliverables, and timelines.

‘__J If the project will have a deliverable that impacts how employees do their jobs, define impacted audiences
and establish a detailed communication, training and engagement plan

o If the project has a Change Manager, they’ll develop a change management plan; without a CM,
refer to the Engagement Planning document to guide your planning

o Leverage the Internal Communications Process guidelines for large projects and NWN’s Brand
Guidelines to build a communications plan; you can leverage the Communication Plan Template
for larger projects. If there are significant communication needs, schedule a meeting with the
Communications team to review strategy and assess how involved the internal communications
team should be throughout launch
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o If the project impacts how Bargaining Unit employees perform their job, reach out to the
Employee and Labor Relations Manager in HR to determine if there are requirements to
consider in your Communication Plan/Process
o If the project impacts the Utility Services or Operations teams, reach out to Technical Training
as early as possible to discuss training plans

Align business stakeholders on a plan for governance and support once the product is launched
o If your project leverages endpoint technology (mobile phone, laptop, desktop, tablet, etc.)
schedule time with the service delivery manager to review the plan
o0 Working with stakeholders, build a RAM/Day 2 RACI for when the project closes
o Work with business owner and IT to develop a plan for the transition, completing the
Operational Support Plan and ensure your tech lead begins the Technical Support Plan

Determine if the project will result in ongoing O&M expenses in future years, including any FTEs needed
to support the deliverable; if so, estimate those costs and determine the applicant code that will need to
budget for this in future years. This information will be entered into your Move to Execute Gate.

Establish project acceptance criteria and ensure all key stakeholders are aligned

Build out your execution project schedule in Planview to include a detailed task list, resource
requirements, duration, dependencies, constraints, milestones and critical path. Through this process,
document any assumptions made and update risk log

Submit Stage Gate Request in Planview to which will include a request for Execution

budget, schedule, risks, etc. You will also be asked to describe ongoing costs, and your general execution
approach (how will you make sure to stay on scope/schedule/budget?). It is best practice to also send an

email to your sponsors before submitting the gate for awareness.

Engineering Additions IT&S Additions Facilities
Additions
Complete the 90% design If purchasing is needed, utilize the ITP_Checklist Create a
and obtain material quotes to initiate purchase request Stakeholder
Revie
Prepare the scope of work, If tech scope changes at any point (e.g. different View
) . ) Schedule to
RFP and obtain data, new functionality, etc.), re-engage IT&S kick off “4
construction bids Compliance and Information Security bites of the
If the project meets the If new software is involved, work with tech lead apple”, a
Regulatory Reporting, /solution architect to submit a software request process to

10

Filing, and Notification
Requirements, work with
Code Compliance to notify

via a New Software Request in ITSM (submit as
a generic "software request" and then include in
the description that you are requesting a new

review project
progress with
stakeholders

PHMSA at least 60 days in software and it needs to go to EA for approval) ona routine
advance of the start of . _ _ b§1S|s for
construction Prepare your transition to operations plan with alignment

Complete execution bids
and order materials

Finalize permitting plan

Before entering your stage
gate request, schedule a
planning meeting with your
core group to review the
plan, and a follow up
meeting for approval
including the RMC

your tech lead and sponsor; going into
execution, the team should understand the
ownership / plan for supporting the application

If making changes to an application already
under SOX compliance (e.g. SAP ECC, CIS,
SAP GRC, Allegro or the I-Series), the tool
impacts NWN’s financial statements or bringing
on a new application, ensure tech lead works
with IT&S Compliance and the Business
Controls Office to discuss SOX requirements
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Execution Checklist
This phase is about monitoring and controlling the project, working diligently to rally all project team members
to keep momentum and keep the project on budget, on schedule and in scope.

‘-V—J Submit a purchase request (more info here) to kick off the purchasing process for execution project costs
o ldeally, your execution purchase request includes incremental year-over-year costs if there are
ongoing maintenance for the deliverable
o Work with Purchasing if updates or additions are needed

L_J Send a kick-off communication (meeting or email) to steering committee, stakeholders, sponsors and
project team that marks the start of execution and outlines key upcoming work; reinforce expectations of
key players. Over the course of execution, build a thoughtful communication cadence (refer to the comms
guidance for help!) and hold regular meetings with the project team and steering committee (see
meeting standards and project walking deck); communicate thoughtfully and often, coordinating with
communications team on key communications as deployment approaches

‘_—J Manage, monitor and control the overall project progress, including:

- Track progress on schedule, budget, scope and resources on an ongoing basis; proactively raise
issues as they arise, always tracking risks and issues in Planview; if a change order is needed for
scope, schedule, budget or to use contingency (guidance in the appendix), file the Change Order
request in Planview

- Manage project team resources to keep momentum, keeping your resource requirements in Planview
up to date; perform contractor performance management as needed

- Complete status reports (weekly during Execution) in Planview

- Carefully manage your budget, including:

o Before the end of every month, update accruals

o Track / receive / audit invoices on an ongoing basis and manage costs accordingly

o Keep your Planview Financial Detail up to date with the latest budget forecast; on a monthly
basis, the system will snapshot a baseline

- Ifthere are any significant changes to the project (significant budget changes, new assumptions,
additional alternatives identified) or you
will be over $1MM with COH and have
not filed an AA, work with the PMO

director to confirm if you need to submit . _ ‘
. . . LEVEL 1 REVIEW F':\_-u.' lanager and core team examine deliverable '».‘r—!yl: 1 k any feedback for
a new Alternatives Analysis which can rey standards, approves for further review

be filed using the Change Order - . A .

process in Planview
- As deliverables are submitted, they

Sl completes deliverable, performs internal QC to ensure complete and high-quality

should be reviewed and approved by il Qe S, Boomce B AR
those with accountability and decision sosidévren

authority over the body of work. This is S , e t
especially critical for System Integrator " ive dule

11
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deliverables, who should follow a process akin to the graphic to the right

Confirm your in-service date and determine when you will TECO the project; notify team members that
may receive invoices to ensure we are on track to financially close the project

Hold a meeting with key stakeholders to review the acceptance criteria for the project; agree on if they
have been met as an official go/no go before going “live”

Launch the deliverable! Celebrate a bit.

On the exact date that the resulting asset is “Used and Useful” (in-service date, certificate of occupancy,
gas flowing), email accounting to TECO the project

Reach out to purchasing to communicate that the project is closed

Once the product is live, go into your Work Details in Planview and change the Status to “Prepare for
Closure”, which will walk you through the Close Phase (note that this is a manual step you must do
yourself)

Engineering Additions IT&S Additions
Update the operation If purchasing is needed, utilize the ITP Checklist to initiate purchase
and maintenance plan, request
if needed L :
Obtain signoff from business and IT stakeholders on a plan for
Obtain or organize the governance and support once the project is completed. You’ll want two
QAQC documents documents finalized: the Technical Support Plan (completed by IT) and the

12

finalized Operational Support Plan (owned by the PM). In addition to the
business that will own the product, this may include working closely with
Service Delivery on deployment strategy, including Tier 1/Tier 2 support
plan, handoff of support RACI, Day 2 support model, knowledgebase
articles, access to vendor knowledge base, access to vendor support,
escalation paths, etc.

Before you go live with any technology changes, ensure your Tech Lead
has submitted the request through the Change Advisory Board (CAB).
This request should be submitted at least 2 weeks beforehand after code
has been frozen and testing is complete. The results may influence your
launch date depending on other changes in flight. They’ll be asked to
submit a request through the Self Service Portal that includes a description,
reason for the change, scheduled release date, affected configuration items
and implementation, back out, communication and test plans. A full
overview of the Change Control Procedure and Policy can be found on the
Hub.

If there are programmatic changes to SAP ECC, CIS, SAP GRC, Allegro or
the |-Series, ensure that your Tech Lead is creating SOX-specific test
plans, test scripts and collecting testing evidence in the project folder;
questions can be directed to Enterprise Applications

If changes to the original design become necessary, consult with relevant
teams (e.g. IT&S Security Operations, IT&S Enterprise Architecture, etc. to
ensure potential risks are addressed)

If any exceptions to policy are needed, ensure they are filed

Ensure applicable vulnerability scans are run and findings dispositioned
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Close Checklist
Closing is the technical completion of your project; in addition to closing budget, the close phase an opportunity
to document lessons learned and ensure we met the project objectives.

Close &
Operationaliz

1L
P

Move to Close

‘._J In Planview’s Financial Detail Screen, perform a final budget true-up after the final invoice has been
accepted

L__J Transition fully to operations. Coordinate with the owner of the product or asset and the Service
Delivery Team (if applicable) to confirm they have everything they need to successfully operate and
maintain the asset

;_J Hold lessons learned sessions

o The PM or CM should facilitate these sessions. If the program is larger/more complex,
experienced significant issues, etc. considering leveraging a third-party CM to ensure unbiased
feedback; all project team and key stakeholders should be engaged in the process

o The sessions should be held in small groups if the group working on the project is more than 5.
If less than 5, then should leverage 1:1 sessions. Video or in person is best practice.

o In addition to meetings to collect this feedback, the PM / CM may leverage an anonymous
survey with less than 10 questions to gather feedback

o Conversations during lessons learned should be forward looking; the facilitator should follow up
with questions that draw out what we learned to apply a different approach going forward. The
Lessons Learned template can be used as a tool to collect holistic feedback.

o Summarize results to capture themes. Document summaries in Planview, and in a deck that is
presented back to the whole project team, steering committee and/or sponsors

o Results from these discussions should include action items for what should be adjusted, ideally
with owners attached to each (e.g. "Going forward we should aim to have a BA engaged from
the start of a project" - assigned to Rustica Carlos and Sean Taylor in the PMO)

o Confirm that there are no outstanding steps needed to close the project; if so, create a plan to
tackle final items

‘__J Prepare closing thoughts (how did this project go compared to plan?) and then file Move to Close gate
request in Planview; once completed, the project will be marked closed in the system

IT&S Additions Facilities Additions

'-’_J Develop close out presentation for steering '._J Gather O&M Manuals

committee L_J Conduct training on new systems e.g.

LJ Any information security open items should be security, HVAC
closed or at least have a Plan of Action and
Milestones (POA&M) created

13
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Gated Governance

Move To (Phase) Gates
At the end of each phase of the project, we pause to level set our progress through a "Stage Gate", a formal
process where key stakeholders review and approve what was delivered in the last phase and fund the
project for the subsequent phase. This builds consistency, standardized transparency, accountability and
documentation that supports PUC requirements. Stage Gates are also a good time to pause and review
lessons learned for the previous phase. Here’s how it works:
e During a phase, the project team, lead and PM will work on certain screens and content in Planview
e When ready to move to the next phase, the PM will
That request will then be filtered through a series of approvals; once the approvers have signed off, the
next phase of the project begins

Note: if a capital project cancelled/stopped at any stage gate, the investment will need to be expensed,
following NW Accounting guidelines.

Helpful hints:

o If the request will be at all contentious, socialize it first with the audiences that will receive the request,
ensuring they are not surprised and have the information they need to make an educated decision.

¢ As with anything, be wary of what you write in the approval request — don’t include anything that you
don't want to see on the front page of the newspaper!

¢ Once submitted, the approver will see the gate content provided via Planview, and will receive a
notification to view the request

e Use the Current Context section of the gate to provide relevant information that isn’t otherwise visible
(e.g. schedule impacts, ongoing costs, current status of the project, context for recent change orders,
etc.)

14
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Early Purchases During Assess or Plan
You have the option to submit an Early Purchase Request for execution funding before your project is in
Execute under the following conditions:
o Emergencies
¢ Long lead time, non-stock material needs to be purchased
¢ Financial benefit to early purchase

You have the option to request an Early Purchase while submitting Move to Assess or Move to Planning gate
or you may request an Early Purchase through the change order process between gates. Note that if a project
will need an Alternatives Analysis (AA), it is critical that no purchases are made before an AA is approved. For
a full description of the process see the Early Purchase Process Guidelines.

Change Orders
Change Orders are submitted through the Changes tab in Planview for any change to scope, schedule, budget
or to use contingency.

Approvers: When a change order is filed, the request is sent to the project’'s change board (e.g. project
sponsor, executive sponsor and likely relevant additional officers or stakeholders); if the project asks for more
funds and is a Tier 4 project (or will become one by way of the Change Order), it will also be sent to Finance
and then the Executive Committee

Types of Change Orders: below are the triggers that would cause the need for a change order, which align to
the type of change order you'll file (note: a change order may be filed for more than one type at a time, so
select as many as are applicable):

0 Budget: Forecast Over Budget, Needs More Funding — Projects require change approval if additional
funds are needed for the current phase; upon approval, the request will be sent to accounting/finance to
add additional funds to the project

0 Budget: Forecast is Under Budget, Needs to Relinquish Funds — Projects should file a change order if
the forecast shows it is likely to come in significantly (e.g. >20%) under the authorized spend amount; upon
approval, the request will be sent to accounting/finance to adjust authorized spend in SAP

0 Budget: Project Needs to Use Any Contingency — Projects require approval from the change board to
use contingency; approval of this change will also trigger the accounting / finance team to move the funds
from your contingency WBS to the appropriate bucket

0 Budget: 80% of Contingency Used, Needs Final 20% - Projects require approval from the change board
to use the final 20% of contingency since it poses a risk to needing additional funding

0 Budget: Transfer Funds Between Cap & O&M Accounts — While budget is allocated at the project level
and can be distributed among different funding categories, projects require approval if authorized spend
needs to be moved between a capital and an O&M account.

0 Schedule: Change to Key Milestones or End Date — Projects require approval from the change order if
major milestones or the project end date will change

0 Scope: Material Scope Change (Add or Delete) — Projects require approval from the change board if
there is a significant change to the scope of work. For instance, if a material scope change would occur if
we realized we needed to implement additional security integrations to a selected application or discovered
a roadblock in a pipeline route. Each project should have defined core scope and business objectives at
the start of the project that are refined as the project moves through initiate, assess and plan — this is what
is outlined in your charter, and is the baseline for how scope is measured. Once the project is in execution,
any deviation from this scope and objectives would require a change order- this would include any
new/expanded or reduced functionality, competency or business objectives, even if there are no changes
to schedule or budget.

15
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Project Governance

Project Status Reporting

A key part of Project Management is reporting on project health so that all stakeholders are on the same page
and allows sponsors to engage in a meaningful and effective manner This ensures more efficient and higher
quality project outcomes. This happens through a number of avenues:

PMs are required to file a Status Report for their project Planview (quide herel), which includes a current status
assessment and summary, and will pre-populate milestones from the schedule, current forecast from the
budget and all risks and issues from the logs. Sponsors are responsible for reviewing these reports on an
ongoing basis so that they can help tackle issues as soon as they arise.

Status Report Timing:

- During Initiation, Planning and Assess, status reports are due monthly on the first Thursday of the
month

Assessment Criteria:

- During Execution, status reports are due weekly on Thursday

Red Yellow Green
Cost Forecast is estimated to exceed Forecast is estimated to utilize Forecast is not estimated to spend
authorized spend 51% to 100% of contingency over 50% of contingency
'l:\)/IeaiLor n"::teztaot?seinda::?ii :;f not Maijor milestone dates are not met, | Major milestone dates are being
e ergti Bl ul%to or safety but there are no critical operational, | met
Schedule irs e »1ed ¥ regulatory or safety impacts AND
o; AND In-service date (often the start of
S aeru e dala vl o tiesre In-service date is still obtainable project close phase) is forecasted
requiring a change order ’ with corrective actions to be met
: so g There is a change (addition or
Scooi Igeir:allssac c? lgntlgta:?raltltgrzg:ttgrthe reduction) to the original scope, but | Scope is being met per baselined
P . clgedul . pe the change can be absorbed in project plan
existing cost and schedule
Identifies issues
Creates change order(s) if needed
Facilitates meetings with executive | (WBS for 80% contingency, scope
sponsors and steering committee creep, schedule change, etc)
PM Creates WBS change order to start
Actions Change order is required and Facilitates planning to resolve the using contingency
provides root cause analysis if issue
needed Works with stakeholders on what
conditions would constitute moving
to red
' ; < Project sponsor acknowledges
igggz:r S::ﬁ:;g:es:;:?r%::::;;egre%s issue and determines escalation No action needed

path

Monthly Forecasting: In addition, the PM is required to update their forecast at least monthly including:
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Until July 2021: Complete the monthly forecast spreadsheet by entering values for unapproved (but

expected to be spent) budget for the current fiscal year in the Employee Portal on the company’s
intranet site by the 3™ business day of the month.
Keep their Forecast/Actuals Version up to date in Plainview’s Financial Detail, ensuring it is accurate
by the 7*" Business Day of the Month, when we’ll snapshot all budgets
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Alternatives Narrative/Analysis (AA)
When: The Alternatives Analysis process is completed during the Assess phase for:

- Any projects whose total budget will be >$1MM including COH
- Any program (group of projects) who will spend more than $10M (Oregon) or $5M (Washington)

This process is timed to happen once enough information has been gathered to fully understand the
requirements, but before any decisions have been made. This timing is critical to ensure we are assessing
project alternatives, and the most efficient way to solve the problem at hand.

What: The project team completes the Alternatives Narrative template, saves it on the Project SharePoint site
and then submits the AA approval through Planview (gquide here!), which will be sent for review to the AA
committee (John Sohl, Zach Kravitz, Jorge Moncayo, Tamy Linver). If additional analysis is needed, an
Alternatives Analysis may also be requested by the AA committee.

Exemptions: Some projects are exempt from completing an AA; refer to the Alternatives Analysis Guidelines
for details. That exemption also needs to be filed in Planview, for approval by the AA committee.

Why: The AA includes important documents providing rationale for the execution of the project, proof of due
diligence in selecting the best solution/project for NWN needs, that we are utilizing company resources is the
best manner, and finally, assist with rate recovery for our projects. As a regulated utility company, transparency
to the public and regulators is extremely important.

Who: The Business Analyst and Project Manager (for IT projects) or Project Engineer (for engineering
projects) takes the lead on developing the Alternatives Analysis with the aid of the potential Business Sponsor
or other SMEs

Programs: If a program concept is developed before any projects begin, the program may request to file a
single Alternatives Analysis on behalf of the set of programs; upon approval, the projects (no matter the size)
will not need to file an individual AA unless the scope or costs significantly shift during the development of the
project. In this case, the projects will file an exemption during assess, allowing the AA committee to request
additional information on the individual project if necessary.

Best Practices: When developing your potential cost ranges, be aware of the Cone of Uncertainty and that at
the time of the analysis, it is possible that the cost range is very wide. This is acceptable so long as that width
of range is explained as part of the Cone of Uncertainty, and 2, that the likelihood of the real execution of the
project would exceed the range is very low.

Examples: CGl Replacement (IT&S), Mist Instrument and Controls Phase Il (Engineering), Warrenton
Resource Center (Facilities)

Risk + Issue Management
Definitions: Risks are positive or negative events that might occur that will

likely have an impact on the project’s scope, schedule or cost. Issues are
risks that have already occurred. eaHRtaton
Expectations: Project Managers are expected to pull the project team e i
together to actively tackle risks for their project. This happens in a
continuous process that starts with risk identification followed by evaluation,
response and controlling.

Risk
All risks and issues must be entered into the project’s logs in Planview with

enough detail for a stakeholder to understand the issue and how it is being
navigated. Risks and issues should be discussed in every project team meeting to ensure all stakeholders
understand the current landscape and their part to mitigate the consequences.

17
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Risk Identification: Risks are derived from various sources, some of which can be identified before a project
starts, and some of which are surprises along the way. Many of these risks or sources are common across
projects, so the PM may start with NWN’s common risks by project type. These tools can be leveraged as a
starting place, but it is the job of the PM to coalesce common and unique risks that the project faces.

Risk identification should be conducted on an ongoing basis, but two points of the project are particularly
important:

- During the Assess phase, leverage the assessment team to identify underlying risks with the chosen
solution

- During the Planning phase, focus on what challenges might come up during execution; best practice is
to hold a workshop with your project team to work through identification, evaluation and response plan

Risk Evaluation: As we document risk, we talk about its probability and its impact; this allows the project
team to make thoughtful decisions about potential risks. To make this simple, we can use the following
definitions to give a score for both probability and impact:

Probability of Risk Occurring

Level Probability

High The risk is likely or certain to occur. Specifically, there is more than 75% chance that the risk occurs 3

| Medium There is some likelihood that the risk will occur. Specifically, there is between a 25% and 75% chance that | 2
the nisk occurs

Low Itis not very likely that the risk will occur. Specifically, there is less than 25% chance that the risk occurs |1

Impact If the Risk Occurs

Level [Cost |Schedule _|Scope |Qualit Score
Cost increases - =
= 55 i Key project event ~ Scope decrease Performance is
High :]f;c: :Ss'::\?;f:%gavgtl“on gzutlgt::le beyond or milestone will v«(ou!d have; de_graded to the
the ability to achieve the authorized spend, 2]90?: It?“é?]dzjby (S)Er'l'gcam impacts p?'nééth:tom hgi 3
project’s critical objectives  causing a change oy JerRec i
i months deliverables meet its objectives
If the risk occurs, it will fvz:ﬁinggl:)(;ow
somewhat impact the Scope decrease ol il e
desired results — either Cost increases : . would impact g Y
Medium crippling a secondary would dip into 5:{1;?:9:3’"9 will some core it:gvgcstgrgﬁ roiect 2
objective or causing a contingency funds Y objectives or key obp e t!‘\) at]c e
critical outcome to be deliverables beje cakod il
degraded o
work arounds
If the risk occurs it will have Cost increases Scope decrease Reggx:gz;nor
T little or no impact on the could be managed No key milestones = would not impact 52 dos: butwill ngk |4
project’s ability to achieve  within the will be impacted core objectives or signiﬁ(;antly A
it's objectives approved budget key deliverables project objectives
These numbers should then be evaluated to High 3 6 9
determine overall exposure, which will drive the Probability Medium 2 4 6
project team’s mitigation response: Low L1 - 3. H'3 :
ow edium g
Risk Response and Control Impact

Risk response is perhaps the most important step in
risk management; it is important to focus efforts and communications on the most important risks, with targeted
and thoughtful mitigation strategies. The risk exposure score will drive how these are tackled.

Red Risk Exposure
o Mitigation Strateqy: The mitigation strategy and execution should be assigned to a risk owner.
The project team needs to work together to find outlets to avoid or temper the severity of the risk
at hand. If the risk is accepted, it's critical that every stakeholder understand the consequences.

18
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o Disclosure: Risks scored in red must be disclosed on status reports, including mitigation
strategy.

0 PM Role: The PM is responsible for communicating and escalating issues and ensuring that all
impacted parties understand the possible negative consequences. They are accountable for
ensuring the risk reaches the appropriate level of response, but are not always accountable for
the mitigation itself.

0 SteerCo and Sponsor Role: For red exposure risks the Sponsors and/or Steering Committee
are responsible for making critical risk decisions (e.g. approving how are we going to tackle this
risk) and accountable for ensuring the mitigation strategy is implemented (e.g. working to
identify new resources to support a capacity risk).

Yellow Risk Exposure

o Mitigation Strategy: Yellow exposure risks should likely have a mitigation strategy, although in
some cases accepting the risk may be acceptable. If this is the case, all impacted parties,
including sponsors and steerco need to be aware and sign off on the impact.

o Disclosure: Risks scored in yellow must be actively discussed and managed in the project
leadership team meetings.

0 PM Role: The PM is responsible for communicating and escalating risks to the appropriate
members in project team; they are accountable for ensuring the risk reaches the appropriate
level of response, but are not always accountable for the mitigation itself.

o0 Sponsor Role: The Sponsor is responsible for acknowledging risk mitigations, and removing
barriers for the risk owner to tackle the mitigation.

Green Risk Exposure
o0 Mitigation Strategy: Green exposure risks need to be monitored, but do not necessarily need an
active mitigation strategy
o Disclosure: Green risks should be part of the risk register but do not need to be escalated.
0 PM Role: The PM is responsible for monitoring the risk and ensuring it does not increase in
probability or impact.

As risks occur, the PM moves them into the Planview issues list, which is also monitored to ensure all
stakeholders understand the consequences.
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Accounting and Budgeting Practices

Project managers are responsible and accountable for maintaining a project’s budget — from the estimates
generated during the Initiation phase through finalization of the project’s actual spends at Project close. The
diagram below outlines the high-level Budgeting activities that take place throughout the project’s life cycle:

Monitor + Control

Estimate + Forecast

>
£ [ 1
E »
@
(&)
c
>
S 4 4 -y X X X
x HOK HOL HOL HOL F(9) {(9)
RoughOrder of Develop Estimate Full Develop Manage Consolidate
MEgnitude — Assess Project Budget Detailed Full Budget Final Spend
Estimated by the P hase + Develop Plan Project
RA Budget Phase Budget Budget

In order to effectively manage budgets, PMs are responsible for tracking and managing internal and external
spend and submitting change orders as needed to keep the budget balanced and accurate. Our PMO Cost
Accountant closely monitors spending on a month-to-month basis to ensure we’re providing enough
transparency as a public utility.

Forecasting / Estimation

Project Managers will begin their forecasting at Initiation. At this phase of the project, Project Managers should
work closely with stakeholders and Accounting to begin outlining high level project costs; these estimates
should become more refined as the project progresses.

Cone of Uncertainty

As you develop your budget, the cone of uncertainty
provides the acceptable amount of variance at each stage.
Communicate thoughtfully to key stakeholders about the
cone of uncertainty. Explain that at this phase in a project,
the budget is an estimate with a wide potential variance.
This will become more defined as the project unfolds. For
a typical project, the variance at each phase is usually:

PROJECT BUDGET

- Intake: When a project is first proposed at biake  ihdisle. ‘Assess.  Plan:  Execats: [ Clse
Intake, there is a Rough Order of Magnitude
(ROM) estimate provided. Given that this estimate is provided before any stakeholders have been
engaged or SOWSs generated, it is an extremely high-level estimate. At this stage the rough order of
magnitude is entered into the Triage form where we expect the variance to fall anywhere from -50%
to +100% of the eventual project budget; for those projects that do not have much precedent,
variance may be even larger.

- Initiate: As the project enters the “Initiate” phase, you will develop a budget for the Assess phase —
however you will NOT be required to formally estimate total project costs at this juncture.

- Alternatives Analysis: At the end of the Assess phase when you submit the AA, the project should
have the first solid estimate of full project cost. At this point, some variability is still expected: -25%
to +50%

20
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- Plan: Finally, as you work through the Planning stages you will be further refining your project
forecasts. You should be receiving completed RFPs from prospective vendors. These, along with
other refined estimates, will allow you to submit your full project budget, which will constitute your
project baseline as you enter Execution. This estimate is expected to fall within +-10% of your
actual spends.

Capital vs. O&M

As you begin to estimate project costs, you should speak with Accounting about setting up your project
costs. Project Costs are split between Capital and O&M, and both should be included in your budget for all
elements (internal labor, external labor, materials, etc.). The capital asset policy outlines what is considered
capital vs O&M, but here is a general guideline:

O&M (0)/

Item # Cost Category or ltem Capital (C) Notes
1 Labor
1.01 | System Integrator Services C
If the employee is normally O&M and is back-filled, or if the
employee normally charges to capital.
1102 | RN Inkbemal Labon > Caveat: The time during assess phase is primarily capital, but any
time that is spent reviewing the RFP or sitting in presentations for
the vendor n_(lt selected need to be charged to O&M.
1.03 | Data Transformation (0]
1.04 | Data Migration C
1.05 | System Documentation C
1.06 | Organizational Change Management (0}
1.07 | Communications (0]
1.08 | Project Management C
1.09 | Training - Trainer &
1.10 | Training - Development of end user materials &
1.11 | Training - Employees receiving end user training O
1.12 | Process Discovery, Design, Learning (0] Any work to build a new capability or process is O&M
2 Software
2.01 | On Premises Licensing C Usually this is a one-time expense
I ————— c First year or until the project's in-service date if implementation is
longer than one year
First year or until the project's in-service date if implementation is
- : longer than one year for expenses greater than $10K; projects that
2| ‘Cuaionna [ Rons € involve cloud and are >1year should meet with accounting for
individual review
3 Hardware
3.01 | Initial Purchase C
509 | GnipreisssMaisitne C First year or until the project's in-service date if implementation is
longer than one year
4 Miscellaneous Costs
Facilities (including Leasehold improvements and Note: this will be for incremental lease expense incurred as a result
401 C :
related expenses) of the software project
402 | Employee Awards/Recognition C
403 | Fumiture/Equipment C
L ——— TBD TBD. quends on nature of expense. Please consult with
Accountlng_; team.

Note: if a capital project cancelled/stopped at any stage gate, the investment will need to be expensed
as O&M, following NW Accounting guidelines.
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Additional questions around the natural grey areas can be directed to accounting prior to submitting for
approvals.

Documenting Project Forecast

Project Managers will build their forecast (first at the individual phase and then for the whole project) in
Planview, using their Forecast/Actuals Version (quide here!). These expenses should be broken out by
Account (e.g. Professional Services, Labor, Materials, etc.), Capital or O&M and marked with the phase where
the funds will be spent. If the PM would like to forecast with more granularity, they have the option of
subcategories under each account (but this is not required).

Your authorized spend (budget that you can actually spend against your project) will get approved with each
stage gate for the next phase. So as you submit a gate, it is critical that your Forecast/Actuals version reflects
the funding you're requesting. Once approved, the request gets sent to Finance and Accounting and they will:
- Set up your project WBS structure in SAP, reflecting the accounts you've developed in your Financial
Detail
- Fund the project at the project level under three buckets: O&M, Capital and Contingency
- As actuals come in, they will land on the WBS structure, and pull from the appropriate project level
bucket
- The PM should keep their Forecast/Actuals version up to date with the latest, and can then compare
that version to the SAP actuals or current authorized spend to ensure the project is on track
- On a monthly basis and at each gate, Planview will snap a baseline of your budget; this can also be
used for future comparisons

Labor Charges

Your project team (both internal and contract resources) can track time toward your project. Managers and
above are typically excluded — meaning their time does not count toward your budget even if they work on the
project.

To build out any phase budget, you’ll need to estimate the resource need and associated cost. Planview
makes this easy — as you know the resource roles you’ll need, add a requirement (quide here!) for that role and
phase (e.g. | need a SME from the Business Analytics team for the Assess phase, which runs from 1/1 to
5/12). That requirement will be sent to the Resource Manager to fulfill (assign a person to), but you can also
load those resource costs into your project budget (quide here!). When you load the cost, it will calculate the
amount of time you indicated you needed (% time and date span) and the typical rate for that role and apply it
to your forecast. You can refresh this load at any time; once a person (FTE or contractor) is assigned, the
forecast will load their actual rate.

Contingency
Included in your budget is your project contingency, which is used for unexpected project costs. These
guidelines should be followed for contingency:

e Calculating Contingency:

o When building a budget, the PM will request a specific amount of contingency. The amount
requested will depend on the risk of the project.

0 Best practice is that for construction and engineering projects contingency is based on the risk
register; IT-related and other business projects calculate contingency as roughly 10% of the
total budget

0 Once allocated, contingency will have its own WBS. Contingency may not be wrapped into
individual WBS elements (e.g. a 10% contingency buffer within materials), but must be
contained in one WBS for the project.

e Requesting the Use of Contingency:
o0 To use any contingency, the PM needs to submit a change order
o0 Once approved, funds will be transferred out of contingency into the appropriate bucket
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o A change order must also be submitted to release the final 20% of contingency; this will be

e When to Use Contingency: If your forecast shows you may go over budget, best practice is to plan on

using contingency before requesting new budget.

COH
COH (Construction Overhead) represents indirect capital costs that are applied to capital projects for back
office support. NWN has a number of different rates based on the applicant type (SW/HW gets a different rate
than Facilities and Engineering; the current rates can be found in a file here). It is applied to current month
actuals for the duration of the project. The rates change during the year - this could be an increase or decrease
to COH based on what was allocated the previous 11 months.

From a financial perspective, total project costs include: COH, capitalization of property tax, vehicle overhead
and AFUDC (Allowance for Funds used during construction). Project managers are not responsible for
forecasting these costs, only responsible for managing variances against direct costs. However, PMs do need
to understand COH to determine if their project will meet the AA threshold when COH is applied to the
estimated total cost. In addition, PMs can report on the total project cost including indirect costs through the
PowerBlI report (coming soon!).

Budget Management
Throughout the entire project lifecycle, PMs must actively manage the project’'s budget. There are key activities
that happen on a monthly basis around month-end that are summarized below; additional detail on these

processes are listed below the graphic.
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Project Accounting Timeline

The below process is for any typical T&O contract.
For pre-paid, milestone or fixed fee agreements, please discuss with accounting directly to documenta plan.

ACCTING
MILESTONES

Business day
related to month
end that the task

is due

Sends close
schedule and
confirms due date

SOX report for
large POs sent to
relevant PMs

PMACTIONS [A Email vendors

ESCALATION
PATH

to understand value
of work performed
in the current
month

m Review project
transaction report
and compare to
your detailed list of
known costs for the
month to determine
accruals needed

Jim Dehning, Marie
Guizzotti or team
accountant

7 Update SAP
with purchase order
estimates (or
provide to delegate
to enter), updating
delivery note with
estimate and the
date

B4 Complete SOX
report if sent to you
(in which case do
not file a manual
accrual)

@ File a manual
accrual for any
estimates not
entered or previous
month invoices still
not paid by Spmon
the lastday of the
month

Jim Dehning, Marie
Guizzotti, Leslie
Holder (SOX
report)

AP is closed and
accrual entry is
posted by 1pm

Jim Dehning,
Marie Guizzotti

Actuals finalized in
SAP for the
previous month by
Day 3

!u\|_| Run
Transaction Report
to make sure
estimates
recorded as
expected

> Update
current month’s
forecastin
Planview

Michael Perham

Negative balances
analyzed

!m Run reports
to validate
accruals, and
actuals; highlight
any mis-placed
charges. If found,
completethe SAP
transfer form and
email it to Daren
Cox

ET7 Complete

monthly forecast in

SAP

Michael Perham

Michael Perham,
Lory Littlejohn

B Email
sacd SAP Forecast

Manual Accrual Template

= Planview

E Perham’s Spreadsheet

[m PowerBl Reports

EH Complete B4 Ensure you are

forecast excel copied on invoices

sheet sent to AP,
approve as

needed to validate
the correct values;
ensure they are
shared with AP.
For engineering
and facilities, enter
details to MIGO

fil) As invoices
are paid, ensure
estimates are
backed out as
actuals come in
using reports

Lory Littlejohn,
Michael Perham
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Accruals and Estimates

NW Natural utilizes Accrual Accounting, which means that we record expenses in the month that they were
accrued, rather than the month the invoice was received. That means if a contractor is performing work for
you in July, and you receive the invoice in August, we should be tracking the costs that happened in July.
When we have large purchase orders that have labor components, tracking these costs becomes important
— particularly at financially sensitive times like quarter- or year-end.

Accruals are typically performed for two reasons:

. The contractor performed work in the month but invoiced in the next month.

. Material was received in one month but invoiced in the following month. We do not perform
accruals for materials that have not yet been received, unless it is a contractual obligation —
such as a line heater where we pay 10% at drawings, 40% at materials and 50% at delivery.
We'd accrue the 10% when we received the drawings.

There are two ways to perform accruals, estimated receiving and manual accrual:

The goal is to have all accruals go through the Estimated Receiving process:

e Before the month ends (ideally 3-5 days before month-end), contact your vendors/contractors
and ask them to provide an estimate of expenditures for that month. Usually this is a simple
email.

e Perform a receipt just like you would with a regular invoice, but include the email from the
vendor/contractor or add a short note regarding how you came to that estimate amount as an
attachment.

o Update the Delivery Note field with ESTIMATE MM-YY so that A/P knows this is as estimate
and that it should not be paid to the vendor. If you don’t have access to the PO, you should
contact your purchasing partner who can enter an “estimate” on your PO for those costs.

o When the invoice comes in that estimate will reverse and the invoice will be processed in its
place.

(Helpful hint: doing this before the end of the month that the services were delivered will save you
work later, and ensure we comply with SOX requirements!)

If there is an unavoidable reason that you cannot do an estimated receiving or the estimate is
incorrect, the backup option is a Manual Accrual:
¢ Note: If the individual invoices are less than $2000 and the vendor total is less than $5000
for the month, you do not need to file the accrual.
¢ On the last day of the month, look at what invoices have not yet come in that you expected.
o |f there will be trailing invoices for the month that were not previously estimated, submit a
Manual Accrual with supporting documentation to Accounts Payable before 5pm on the last
day of the month.

After the end of the month passes: If Accounts Payable has been closed for the month and you
have not submitted an estimate you will need to submit a manual accrual for un-invoiced costs
to Accounts Payable prior to noon on the first work day following the end of the month. In this
case, if you do not get an invoice for the services/materials that were accrued you will need to
re-accrue every month until that invoice is presented.

Accruals & Estimated Receiving Tricks & Tips:

- When estimating, be sure you are looking at the work date on the invoice, rather than the
invoice date itself. The invoice should go against the date that the services were delivered

- It's important for vendors to include the correct PO number
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- AP Accounting closes the second day of the month at noon. You MUST get accruals in by the
end of the month. Plan accordingly. If you've missed that date, reach out to the Account
Payables Supervisor

Auditing Invoices

It is important that as invoices are received, the PM takes the time to review the contents closely
and confirms accuracy for goods delivered as well as alignment to original contracting and in
alignment with the G24 Policy which covers corporate purchasing and expenditure procedure. This
audit should ensure that the goods or services are reviewed for reasonableness before receiving in
SAP and submitting for payment — a critical role that the PM plays in having the closest purview to
the project. Generally, each invoice should be reviewed to confirm:

OooOooo

O

The goods and services were indeed delivered

The Quantity (or hours worked) are correct

The Price (or hourly rate) is correct

Charges align with the contract

If applicable, any travel expenses are in alignment with NWN'’s travel related guidelines.
If travel expenses exist, confirm the expenses are in alignment with the vendor's MSA.
Where it is not clear in the MSA, leverage NW Natural’s travel policy (80.1).

Vendor has provided supporting documentation, if applicable

Ongoing Forecasting
At all times, the PM is expected to understand and grasp the financials of their project including overall
spend to date, total project budget and any risks to the project cost.

On a monthly basis, PMs are asked to update their forecasts in Planview, which will be baselined on
the 3" working day of the month.

In addition, until January 2022, PMs also need to:

- In order to complete the monthly forecast into SAP, PMs need to enter in values for approved
budget forecast for the current fiscal year in the Employee Portal on the company’s intranet site
by the 3" business day of the month (Note: reference the Glossary to identify the definitions
for both Approved and Authorized spends).

- Complete the spreadsheet that the project accountant manages on a monthly basis; this link will
be sent to PMs, who will be asked to populate their forecast. To do this:

(0}

o
(0}
(0}

o

Go to the Hub, then “Employee Portal” in the upper righthand corner

Select the Project Manager tab

Enter the SAP number for your project, search and select your project

This will populate a full authorized spend, actuals YTD and an amount listed per month
(based on your last entry) for the remaining fiscal year

Download your project information and open the attachment

Copy the first line through the end of the year and paste it into the provided forecast
document; if you are keeping a manual tally of actuals and forecast, you can compare
that content as needed.

If there is expected unauthorized spend, add additional information in the “unauthorized
spend” line for your project

If you have questions on the process, please reach out to the Project Management
Specialist or a NW Natural project manager

Pulling Accounting/Budgeting Reports
Your accounting reports can be found in PowerBI; these will capture the full project accounting. Training for
these reports can be found here (video) or here (reference guide).

Using PowerBl, you have access to helpful reports. Note that information is not updated real time, but is
refreshed overnight.
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Project Labor report will represent your internal labor costs, and in many cases, signify when your
project team is not inputting their time when they should be for accurate reporting and supporting
original budget estimates in this WBS.

Purchase Order by WBS Element can provide a broad look at budget burn with regards to non-internal
labor costs. When tracking leading up to project close out, engage with Purchasing, Accounting and
your Vendors to determine what invoices have been received, paid, or are in flight.

Project Forecast Summary will provide the monthly actuals for your project for all months that have
closed along with monthly forecasts for the future (provided you have entered this information into
Planview.

Budget to Actuals Summary will provide a year to date or project to date comparison of your actual cost
against budget and authorized spend at the WBS element level. You are required to download and
save this report to your project site at the end of every month.

Forecast Summary will provide a snapshot with monthly actuals for months that have closed and
monthly forecasts for future periods. You are required to download and save this report to your
project site at the end of every month.

Invoice Tracking

Invoices over the course of a project should be sent directly to Accounts Payable but copy the PM.
Whatever the situation, it is the PMs job to track down and keep an eye on each invoice and approve them
before they are paid. The PM should approve the payment of all invoices, as well as SMEs.

Change Orders

In managing your budget, you may need to file a change order through the stage gate approval process if
you will use contingency and/or exceed your authorized spend. Remember that if you are projected to
exceed your authorized spend, you must first use contingency. A change order should be filed under the
following budget-related reasons:

- If you will need more funds than are currently allocated to your project
- You have excess funds you need to return to the project

- You need to use contingency

- You will use the last 20% of contingency

- You need to transfer money from O&M to Capital buckets

Tracking O&M + Internal Time

Labor-related O&M is eventually paid by a specific cost center. However, the amount spent / to be spent is
still part of your project budget. O&M expenses should be treated in the same manner as your capital
budget — you forecast for the costs, work with the Project Accountant to create work orders for each
element, and track actuals against your budget leveraging your SAP reports.

Wherever possible, internal resources should be tracking time against work orders for project work, even if
the time is O&M. This allows us to see and understand the full project spend as well as understand where
employee resources are being allocated.

At the end of every month, costs go through “settlement” which passes those costs to an underlying cost
center based on how each work order / WBS is set up. With this in mind, it is important to work with the
OWI’lIng department If any O&M prOJeCtlonS Shlft Execution O&M 202093-04 TEC.. 78,940.00 71,884.80

for any of your line items. Execution External Labor (O&M)  |202093-04-02  TEC... 32,500.00 43,659.80
51060 Chg Mgr SAP Concur (3592183 REL ... 0.00 43,659.80

Here’s what that internal labor O&M settlement
will look like in practice:
- If a project leverages a Change Manager whose time is partially O&M, the O&M time for that
resource will eventually come back to the PMO’s cost center
- Ifa SME is tracking O&M time, the cost will come back to their department’s cost center
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How do | Find the WBS Codes Assigned to My Project?
When your project is funded, the project accountant will provide you the WBS structure. Once funded, you
can run your project budget report to see the WBS structure.

Misc Expenses

If you have expenses to bill against the project (within your authorized spend), an FTE employee can
charge that amount (via P-Card or personally and then with an expense report). They will just need to
include the WBS number when filing the expense.

TECO
Technically Complete (TECO) happens at an overall project level at the end of a project.

Note: for projects where products are deployed in phases, we may opt to set up WBSes for each phase,
and TECO the in sequence. Talk to the PMO Cost Accountant at the start of the project to set up your
project accordingly.

Projects should be marked overall as TECO when the deliverable is “used and useful”. It is critical that this
happens on the day it is in service — it impacts our ability to get a return on the investment of the project.
Project team and key stakeholders should be informed of plans to TECO the projects and sponsors should
approve before completed.

To TECO a project or WBS, email the accounting contact on the day you would like this to happen.

Charges to existing POs and labor charges can still be charged to the project once it is TECOed. Project
can remain in TECO stats for roughly 3-6 months before they are “closed” and all the invoices have been
paid.

Note that projects cannot be un-TECOed. If you need to change a PO to add funds or need to create a new
PO, the team should decide if a new WBS element is needed for issuance of trailing costs.

Final Budget True-Up

Once the project is complete, Project Managers should reconcile their final actual spends with their project
baseline and calculate the corresponding variance. This is particularly important when there are trailing
invoices. In some instances, you may receive trailing invoices after you TECO a project; this is ok.
However, this also means that once final invoices are received, those invoices must be incorporated into
the project's final budget as a part of due diligence and final project reconciliation.
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Purchasing Practices

PMs work closely with Purchasing throughout the life of a project. Engage Purchasing early, especially if the
plan is to submit a Request for Information/Quote/Purchase, as this indicates a high likelihood for adding new
Vendors to our systems and there is a need to build time in the project schedule for these activities to be
completed.

Submitting RFx (RFI, RFP or RFQ)

Company Policy 182 Expenditure Authorization Section 6.2 requires that purchases over $100,000 are
competitively bid and that exceptions may be made with proper documentation. If there is a reason to skip an
RFx, you will need to submit a Competitive Assessment Memo (CAM) explaining the non-solicitation vendor
selection decision.

To kick off the RFx process, PM loops in the Buyer and ensures that the Business Analyst, Business Sponsors
and SMEs have gathered requirements and finalized scope to feed the functional and business requirements
for the RFx exhibits. The Purchasing Agent is responsible for the RFx schedule, RFx package and facilitation
of the RFx process internally and externally, including determining appropriate contracts and working directly
with Legal (see Contract Risk Review and Routing Policy* for more information). They take the lead in
coordinating the Q&A, scoring and bidding process.

New Vendor

When a new vendor is selected, their information must be entered into SAP and other systems before a
purchase request can be initiated. The Purchasing Agent is responsible for reaching out to the vendor for
appropriate documentation.

The PM might need to get additional discipline-specific information to add a new vendor to NWN’s vendor pool.
For IT, this may be a TISA Form and a Vendor Performance Verification. The PM is responsible to meet with
Purchasing and IT (ideally together) to confirm required documentation/forms.
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PR & PO Process

When project work is completed by a vendor or contractor, the Project Manager should follow NWN Purchase
Request (PR) and Purchase Order (PO) protocols, outlined below. PR practices, templates and contacts can
be found on the Hub.

Who: PM finds Who: The PR Who: Purchasing k Who: Purchasing Who: Vendors Who: AP + PR Who: PM
the right requestor Requestor
o ATy How: PR is How: When How: Vendors How: PM should
Purchase afcrbEato converted into sending the send invoices How: AP sends keep track of
Request (PR) aggroeal chai a Purchase signed SOW to AP the invoice to which invoices
(see appendix) (see here) Order (PO) back to the the person have come in
ppe number that vendor, who created (they should
ties to the PR Purchasing the PR to be copied on
How: Relevant How: Depending includes the confirm it approvals via
iR;q (\éen(lior, on the i Note: A SOW P(t)hnumber should be paid thedrequestor),
individual, requesting : wi and compare
duration, department ::Ira:attgc?gnd instructions to Requestor that to the
amount of and the approved in include it on processes the actuals in
m?ney,t ok ngrzrount, theI ) order for this future invoices invoice in SAP repotr't:_ng; They
Order Number i 382%3 ® siep/%o happon Requestor information to
or WBS, etc.) department- sends material enter correct
is entered into specific chain doc number accruals
|\S"/EF; mrct)ugh tso Arglease it in back to AP to To track
0 complete HOUAc
request the PR paympent g}?;géusalmn
More info Note: this is why g]l?rg:g]s%d
it is important Orders by
%Ef‘r’:qﬁ‘:stor WBS Element
andtoset e
expectations )
on who should | | More info

Initiating a Purchase Request

review before
payment

IT&S: Reach out to an FTE IT PM until you become more familiar with the purchasing process. There are
several IT requirements that need to be reviewed and accepted prior to submitting the PR. Once ready to

submit the PR, reach out to A ITprocurement@nwnatural.com with questions and fill out the IT

Procurement (ITP) Checklist. When completing this form, a few tips:
= The ITP Checklist is used to request the purchase of hardware, software and/or services that is

IT&S-related for budget purposes. The PM is responsible for completing the ITP Checklist, which
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then enables the IT and Procurement teams to create the PR and PO.

This process needs to be filed any time for any change order, new vendor, increase of a PO
amount, etc.

The PM will need to complete a unique ITP for each vendor — as each process will create a PO
specific to that vendor

The ITP checklist can only be completed once funding is approved and funded via the appropriate
stage gate request, and requires the SOW to be at least in final draft form (might not be signed yet).
The checklist will ask you to include the draft SOW. If you file an ITP before receiving funding
approval, your purchasing team cannot process it and it will be put on hold until funding is
approved. You can always fill out a draft ITP so it's ready to go, and hold off on submitting it until
you have funding.

Any purchase request that is >$100K will need an associated RFP or CAM (see the purchasing
section). Depending on how much money you are requesting, your ITP will go up to different levels
of individuals for approval (e.g., just up to Jim Downing, or all the way up to Frank or Dave).

The form itself will ask for information including the vendor details, what type of services are
requested, supporting documentation (SOWSs, quotes, etc.), confirmation that funding is already
complete, target dates and contact names. There’s also a section for IT Authorizations, which is a
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reminder to the PM that new HW and SW is required to be reviewed by Cybersecurity and
Enterprise Architecture before finalizing a purchase.

- Engineering: Work with purchasing to develop RFPs, bids and contractor selection. The PRs are created
by PMs or project engineers (or in rare cases a dedicated resource). It is best practice to have a lead
engineer set up the PR so that approval triggers automatically go through the appropriate management
chain within engineering; the engineer should work closely with the PM to ensure they approve each PR
and invoice before it is sent through the payment chain. For detailed instructions on the entire purchasing
lifecycle please review this document.

- Facilities: Work with Ebb Zlatnik for details.
Extending a Contractor’s SOW

- IT&S: If you need to extend a contractor's SOW, send an email summary to Purchasing detailing the
reason for extending the contract, any rate changes, and the new SOW schedule. Include reference to the

previous SOW and Purchase Order Number. Reach out to ITprocurement@nwnatural.com to see if an
update to the ITP Checklist is needed.

- Engineering & Facilities: Engage your buyer to extend the contractor's SOW; Purchasing can provide the
most current amendment form.

Tracking Invoices and Getting Access: As of now, there is not a consistent process for PMs to receive and
view invoices. Work directly with the vendors to ask them to copy you on invoices, and provide early estimates
to support your accrual estimates. In addition, ask for guidance from:

- Facilities projects: Ebb Zlatnik
- IT&S Projects: ITprocurement@nwnatural.com
- Engineering Projects:  JoNell DeMars
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Program Management Practices
Definitions: Program Management focuses on the broader strategy, continuous improvement, and benefit
realization of a set of projects. Project Management focuses on the specific tasks, deadlines, and tactical

execution necessary to achieve the overall program goals. When executed properly, these two practices are
complementary.

Within a program, related projects are managed as a group, with a holistic lens to drive toward core objectives.
NWN typically formalizes a program when:
- There is a long-term (multi-year) effort that involves significant effort from multiple departments
- The projects result in significant change to one or more departments
- There are multiple projects with a connected goal, such that benefits of managing the collection
outweigh managing projects as individual units
- There are multiple projects that have several critical interdependencies

Programs may include larger projects and smaller initiatives that lead toward the same goal. PMO purview
over those smaller initiatives will be determined on a case-by-case basis. Programs have a distinct start and
end to ensure NWN is tracking toward meaningful objectives.

Formalizing a Program:
The Portfolio Management Committee (PMC) is charged with determining if projects align with the above
criteria. This can happen:

- Proactively: the need for a program is known up front and is approved by the PMC. The program will go
through Assess and build the Alternatives Analysis that all subsequent projects will refer to.

- Iteratively: Sometimes, a project will evolve into a program, once the full scope of work is known. This
will typically happen during the Assess phase, once requirements and/or design have been broadly
finalized. In this case, once the AA has been completed and we have determined a program needs to
be created, the existing project will be stopped, and a new program management project initiated for
review by the PMC. All projects in the program will refer to the initial AA.

- Retroactively: Occasionally, we will determine that a collection of projects should be managed as a
program. In this case, a program management project will be created for approval by the PMC. As this
is an administrative action, the program management project will be expedited through PMC and will
not require an AA.

To kick off the program (in any of the above scenarios), the Program Manager or Program Sponsor will file an
intake form for a “Program Management Project” — the project that will house the program-level charter and
documentation as well as the budget requests for any program-level resources. The approval of this project will
indicate approval for the overarching program, and the Program Manager or PPM admin will create the
Program “shell” in Planview which will tie all the projects together for reporting and management purposes, and
connect the program to an officer goal and strategic pillar. Once approved:

- The PMO will assign a Program Manager who will be responsible for developing and overseeing the
program

- A Program Change Manager, Program BA, Program Solution Architect, etc. may also be assigned to
coordinate efforts across multiple initiatives

- Projects within that program that have been prioritized by the program leadership will be given priority
at the PMC

- Projects under programs will still need to be approved through PMC, but will be expedited through the
process.

- If new projects arise that tie to a program’s objectives, the program leadership will determine if they
want to “Accept” projects in based on timing, objectives, depth of overlap, etc.

Note: If the program is >$5MM in Washington or $10MM in Oregon (including Cost of Overhead (COH)), the
program may need to be approved by executives and the Public Utility Commission (PUC). Once the intake is
approved by the PMC, along with an Alternatives Analyses strategy and approval (either for each project or for
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the program overall), the Program Manager will work with the AA team
and PMC to assess the need for PUC acknowledgement.

- If the program does not require PUC acknowledgement, the
program will be approved to proceed with execution

- If the program does require PUC acknowledgement via the
Integrated Resource Plan (IRP), it will be routed through the IRP
process by the IRP team

- If the program does require PUC review or awareness outside of
the IRP, it will be routed through PUC process via the Rates

Department

- If PUC acknowledgement is obtained, a final approval by the

Executives will be required to proceed with execution

PMCApproved?

No additional
approval —
needed

No

Program Steering Committees: Program-level steering committees
are recommended for every program to provide a governance structure,
ensure major program initiatives align with business strategy, and acknowledged? acknowledged?
develop a plan to complete the workin the most beneficial and efficient

manner. The use of program level steering committees requires a o o |
program manager to be thoughtful about the role of the committee and oS
the time requirements imposed on its members. Having one group
oversee multiple projects with common or correlated goals also
provides expedited issue resolution, aligns consensus for approvals
and avoids conflicting decision-making between projects.

EC approval?

No
Yes

Program Status: Programs will report their regular status (weekly

during execute and monthly during plan), which will be based on the ( Program Denied )
status of the projects underneath the program. That means that the

program status will always take the most critical status from its child projects (e.g. if one project is yellow and

two are green, the program will be yellow). The summary for the program’s status will be based on the holistic
view of project process and progress toward program objectives.

Information Flow/Communication: The Program Manager provides status updates to the steering committee
and any other necessary parties on a regular basis; this may be via email or in team meetings. Meetings with
the executive and/or business sponsor should still be conducted frequently to address changes or issues and
keep them abreast of the current standing of the program. The Program Manager can leverage the Program
Walking Deck Templates and Planview Program/Strategy Reports to present concise and meaningful
information.

Program Schedules: It is critical for a program manager to have a high-level view and understanding of how
individual project schedules intertwine. This facilitates conflicting or coordinating milestones, tracking inter-
dependencies and shared resources. To ensure this is possible:

- The program manager sets the standards for how schedules should be used and creates a template
with consistent milestones within Planview

- Each project manager that is part of a program must use the Program template to track to the program-
consistent milestones

- On aregular basis, the Program Manager pulls out project-specific milestones to visualize and analyze
a program-wide schedule, leveraging Planview tools

- The high-level schedule is leveraged in program team and executive meetings to reveal any conflicts,
dependencies or critical risks; the Program Manager should build a program portfolio to run reports and
see connections between projects

Inter-Dependency Tracking: Each project within a program will have dependencies (things they require from
external sources to deliver successfully for the project to succeed) and contributions (things the project needs
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to deliver successfully for other sources to succeed). To effectively manage programs, the Program Manager is
responsible for understanding, communicating and escalating inter-related dependencies.

These dependencies / contributions can include any of the following, and all should be assessed:

Resource constraints: critical single-threaded individuals or teams whose skillsets are needed to
work on multiple projects in tandem or in sequence and at risk of not being able to meet all the
demands of their time

Technical or Infrastructure enablement: a specific product, application, infrastructure, data set,
etc. that is required to be stable or complete for other work to succeed

Schedules: A critical milestone that must be completed before a new workstream can begin, or
both workstreams must start or finish at the same time

Business processes or policy: A change to a business process, flow or policy that will be
impacted by multiple workflows that need to be coordinated

Tracking Dependencies During Initiation:

Working with relevant groups (e.g. Enterprise Architecture, Lead Engineer, Project PMs, Vendor
PMs, etc.), the Program Manager creates a visualization of projects within the program and how
they interact using the data from Planview schedules

The project team creates a list of dependencies, contributions and linked risks, which are entered
into Planview

A final “Dependency Map” is produced to communicate the key dependencies and contributions
that exist across the program.

o0 This tool is intended to be high-level view of critical dependencies and contributions that can
be leveraged for decision making and communication. It is not intended to be detailed
tracking of day-to-day task dependencies, which should be accomplished in the project and
program schedules.

o0 This “map” is reviewed and approved by the core project team, including Project Sponsors

0 The “map” should be reviewed periodically with the Program Steering Committee to keep
them in the loop and ensure they are aware of the impacts of any decisions contrary to the
program’s needs

Ongomg Dependency Tracking:

Over the course of the program, individual Project Managers are responsible for communicating
indivi