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l. INTRODUCTION AND SUMMARY

Who is sponsoring this testimony?

This testimony is sponsored jointly by Northwest Natural Gas Company, dba NW
Natural (“NW Natural” or “Company”), Staff of the Public Utility Commission of
Oregon (“Staff’), the Oregon Citizens’ Utility Board (“CUB”), and the Alliance of
Western Energy Consumers (“AWEC”) (collectively, the “Stipulating Parties”).
Please provide your names, positions, and qualifications.

My name is Zachary D. Kravitz and my current position is Vice President,
Regulatory Affairs and Resource Planning for NW Natural. My qualifications are
provided in NW Natural/100.

My name is Matt Muldoon and | am a manager employed in the Accounting
and Finance Section of the Commission’s Energy Program. My qualifications are
provided in Exhibit Staff/501.

My name is Bob Jenks and | am the Executive Director of CUB. My
qualifications are provided in Exhibit CUB/101.

My name is Bradley Mullins and | am a consultant with MW Analytics,
appearing on behalf of AWEC. My qualifications are provided in Exhibit AWEC/101.
What is the purpose of this Joint Testimony?

This Joint Testimony describes and supports the First Partial Multi-Party Stipulation
Regarding Revenue Requirement (“First Stipulation”) filed in this docket on June
23, 2025. The First Stipulation resolves all issues among the Stipulating Parties,
except those listed in Paragraph 3 of the Stipulation, which will continue to be
litigated in this proceeding or—in the event of a future settlement in this

proceeding—incorporated in a separate stipulation. The Stipulating Parties
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support all terms in the First Stipulation. Climate Solutions, Coalition of
Communities of Color, Verde, Sierra Club, and Oregon Environmental Council
(collectively, the “Coalition”) is also a party to this docket and does not join the First
Stipulation, but the Stipulating Parties are authorized to represent that the Coalition
does not oppose the First Stipulation.

Il BACKGROUND

Please summarize the background and context of Docket No. UG 520.

On December 30, 2024, NW Natural filed a request for a general rate increase (the
“Initial Filing”). The Company developed the case using the Test Year comprised
of the 12 months ending October 31, 2026 (“Test Year”) and historical base year
of the 12 months ended December 31, 2024 (“Base Year”).! The Company’s Initial
Filing requested a revision to customer rates that would increase the Company’s
annual Oregon jurisdictional revenues by $59.4 million, which would have resulted
in an approximate 5.79 percent increase to current customer rates (equal to a 9.45
percent increase to current margin revenues).? In the Company’s Reply Testimony
filed on May 21, 2025, the Company updated its requested increase to Oregon
jurisdiction revenues to $59.3 million.3

Have the Stipulating Parties and the Coalition conducted discovery in this

proceeding?

" Initial Filing, Executive Summary at 3.
2 Initial Filing, Executive Summary at 1; NW Natural/1603, Wyman/1.
3 NW Natural/1700, Rush-Kravitz/6; NW Natural/3200, Walker/27.

2 — JOINT TESTIMONY IN SUPPORT OF FIRST PARTIAL STIPULATION




10

11

12

13

14

15

16

17

18

19

20

21

22

NW Natural-Staff-CUB-AWEC/100
Kravitz-Muldoon-Jenks-Mullins/Page 3

Yes. Since the Initial Filing, NW Natural has responded to 806 data requests from
Staff, CUB, AWEC, and the Coalition, and has provided updates to its data
responses during the pendency of this case.

Did Staff and intervenors file testimony and propose adjustments to NW
Natural’s Initial Filing?

Yes. According to Administrative Law Judge (“ALJ”) Spruce’s February 14, 2025,
Memorandum adopting a procedural schedule, Staff, CUB, AWEC, and the
Coalition filed Opening Testimony on April 2, 2025, in which they proposed
adjustments to NW Natural’s Initial Filing. While each of the parties took different
positions and made different arguments, collectively, they proposed adjustments
to NW Natural’s proposed revenue requirement, cost of capital, and rate spread
and rate design, as well as certain changes to Company practices. NW Natural
filed Reply Testimony on May 21, 2025, responding to the proposed adjustments
and other issues raised in the parties’ Opening Testimony.

Have the parties to this proceeding engaged in settlement discussions?
Yes. All parties engaged in scheduled settlement discussions on April 22, 2025,
and June 11, 2025, with settlement discussions ongoing through June 17, 2025.
The parties convened an additional settlement conference on June 17, 2025. As a
result of the settlement discussions, the Stipulating Parties reached a partial
settlement resolving all issues in this proceeding except those issues specifically
excluded from the scope of the First Stipulation under Paragraph 3 of the First

Stipulation, which will continue to be litigated or—in the event of a future settlement
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in this proceeding—incorporated in a separate stipulation. The First Stipulation
memorializes the Stipulating Parties’ agreements.

Although the Coalition did not join the First Stipulation, did the Coalition
participate in settlement discussions?

Yes. The Coalition participated in all of the settlement discussions. While the
Coalition ultimately did not join the First Stipulation, the Coalition does not oppose
the First Stipulation.

Please provide an overview of the First Stipulation.

The Stipulating Parties intend the First Stipulation to be a comprehensive
settlement of all revenue requirement issues in this proceeding. The First
Stipulation also addresses other issues among the Stipulating Parties, including
the creation of a regulatory asset associated with the retirement of the GC 500
Mist Compressor, NW Natural's agreement to file officer attestations regarding
capital in service, implementation of the Company’s updated depreciation rates,
and a one-day modification to the rate effective date. Following the Stipulating
Parties’ agreement to the First Stipulation, the issues that will continue to be
litigated—and, if a settlement is reached, included in a separate stipulation—are
identified in Paragraph 3 of the First Stipulation.

What issues are identified in Paragraph 3?

The issues listed in Paragraph 3 are:

Rate Spread (AWEC/100; Staff/1700);

Rate Schedule 27 (Coalition Intervenors/100);

Load Forecasting (Staff/1700);

Regulatory asset for plant retired due to electrification (CUB/100);

Analysis of non-pipeline alternatives (Coalition Intervenors/200);
Electrification and thermal energy network pilots (Coalition Intervenors/200);

4 — JOINT TESTIMONY IN SUPPORT OF FIRST PARTIAL STIPULATION
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g. Research and Development Reporting (Coalition Intervenors/100);
h. Oregon Low-Income Energy Efficiency (“OLIEE”) program funds for electric heat

pumps (Coalition Intervenors/100); and
Low Income Home Energy Assistance Program (“LIHEAP”) funding (CUB/100).4

. ISSUES COVERED BY THE FIRST STIPULATION

Please describe the Stipulating Parties’ positions regarding the Company’s
revenue requirement.

The Stipulating Parties agree that the total increase to NW Natural’s annual
Oregon revenue requirement is $21.315 million.® The annual revenue requirement
increase is based on the Stipulating Parties’ agreement that the Company’s
Oregon-allocated increase to annual revenue requirement shall be reduced by a
total of $37.991 million from the May 21, 2025, Reply Testimony update of
$59.3 million, based on the adjustments to NW Natural’s Initial Filing and Reply
Testimony update described in further detail below.®

Do the Stipulating Parties agree on all the methodologies employed to
determine each adjustment?

No. The Stipulating Parties do not necessarily agree upon all the methodologies
used to determine each adjustment included in the First Stipulation. However, the
Stipulating Parties believe that the agreed-upon adjustments collectively represent
a reasonable settlement of the issues in the First Stipulation, and that, taken
together, the adjustments result in an overall revenue requirement that will produce

rates that are fair, just, and reasonable. As such, the Stipulating Parties agree that

4 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 5-6 (June 23, 2025).
5 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 2.
6 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 2-3.
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the First Stipulation is in the public interest and support the Public Utility
Commission of Oregon’s (“Commission”) adoption of its terms.

A. Cost of Capital/Capital Structure

Please describe the Stipulating Parties’ agreement regarding Cost of Capital.
In its Initial Filing, NW Natural requested a capital structure of 52 percent common
equity and 48 percent long-term debt, which represented a change from the capital
structure of 50 percent common equity and 50 percent long-term debt that the
Commission authorized for NW Natural in Order No. 24-359 in the Company’s last
general rate case, Docket No. UG 490.” The Company requested an overall rate
of return (“ROR”) on rate base of 7.658 percent, based on a 4.687 percent
embedded cost of long-term debt and a 10.4 percent cost of equity.?

In Opening Testimony, Staff proposed a target capital structure of 50 percent
equity and 50 percent long-term debt, and an overall ROR on rate base of
7.025 percent “for illustrative purpose[s] only.”® Staff’'s overall ROR was based on
an embedded 4.749 percent cost of long-term debt and an ROE of 9.30 percent,
which was the “illustrative midpoint of Staff's range of reasonable ROEs,” which
was from 9.0 percent to 9.6 percent.’® AWEC recommended a capital structure of
49 percent equity and 51 percent long-term debt, and an overall ROR on rate base

of 6.898 percent, based on a cost of long-term debt of 4.69 percent and an ROE

7 NW Natural/300, Wilson/2-3; In the Matter of Northwest Natural Gas Company, dba NW Natural,
Request for a General Rate Revision, Docket No. UG 490, Order No. 24-359 at 4, 6 (Oct. 25, 2024).
8 NW Natural/300, Wilson/3.

9 Staff/500, Muldoon/38.

10 Staff/500, Muldoon/38-39; Staff/600, Pileggi/6.
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of 9.2 percent."” CUB recommended a capital structure of 50 percent equity and
50 percent long-term debt, and an ROE of 9.24 percent.'?

As a result of their settlement discussions, the Stipulating Parties agree to
a ROR of 7.120 percent, which is based on a 50.0 percent common equity and
50.0 percent long-term debt capital structure, with cost of long-term debt of
4.740 percent and an ROE of 9.50 percent. This Cost of Capital results in a
reduction to revenue requirement of $18.171 million."3

Table 1 — Cost of Capital Components

Capital Component Weighted
Component Structure Cost Cost
Cost of Long-Term Debt 50% 4.740% 2.370%
Return on Common Equity (ROE) 50% 9.5% 4.750%
Rate of Return 7.120%

Q.

Please explain why the Stipulating Parties’ agreement regarding NW
Natural’s Cost of Capital is reasonable.

A capital structure of 50 percent equity and 50 percent debt maintains the capital
structure last approved by the Commission in NW Natural’s most recent rate
case.' A cost of long-term debt of 4.740 percent and an ROE of 9.50 percent are
compromises among the Stipulating Parties with respect to their original proposals
and the modeling performed by the Stipulating Parties’ respective expert

witnesses. The Stipulating Parties’ compromise falls within the range of

" AWEC/100, Mullins/1-2.

2. CUB/100, Jenks/12.

13 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 3.
4 Docket No. UG 490, Order No. 24-359 at 4, 6.
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reasonable ROEs recommended by Staff, and although it is higher than the range
recommended by AWEC and the ROE recommended by CUB, upon discussion
and analysis, all Stipulating Parties agree a ROE of 9.50 percent, for the sake of
settlement, and in the context of the First Stipulation as a whole, represents a
reasonable settlement of the issues.

B. Cash Working Capital

Please describe the Stipulating Parties’ agreement regarding Cash Working
Capital.

In the Initial Filing, NW Natural presented the results of the lead-lag study the
Company performed to derive the cash working capital component of its rate base
request in this case.’™ NW Natural stated that its lead-lag study showed that NW
Natural’s average operating revenue lag is 40.9 days and its average daily cash
working capital requirement in Oregon for the Test Year is $29.4 million, which
corresponds to a cash working capital factor of 3.8 percent.’® In Opening
Testimony, Staff stated that it had no concerns with how the Company calculated
the revenue lag, service lag or expense lag components of its cash working capital
calculation, but stated that it had a concern regarding the annual expenses the
Company applied its cash working factor to, because the annual expenses the
Company used to calculate cash working capital were different from the Test Year
expenses in the Company’s revenue requirement model."”” Therefore, Staff

recommended accepting the Company’s filed cash working capital factor but

15 NW Natural/1500, Walker/29-37.
16 NW Natural/1500, Walker/29, 31, 36.
17 Staff/200, Chipanera-Stevens-Mondragon/16-17.
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applying it to the Test Year operating expenses in the Company’s filed revenue
requirement model, and adjusting those expenses in accordance with Staff’s
overall proposed reduction in Test Year expenses of $27.692 million set forth in
Staff's Opening Testimony.'® This reduction would have resulted in a reduction of
$1.692 million to the Company’s requested cash working capital allowance.'®

CUB did not address the Company’s request for cash working capital in its
Opening Testimony, and AWEC’s proposed adjustment to cash working capital
described in its Opening Testimony was resolved as part of the black box
settlement discussed below.

In its Reply Testimony, NW Natural responded to Staff's and AWEC's
positions regarding cash working capital.?® NW Natural stated it believed it was
appropriate to use operating expenses and prepaid assets from the cash working
capital model rather than the operating expenses used for revenue requirement
and provided a reconciliation of the differences between the cash working capital
model and the revenue requirement model.2" The Company also corrected a
double counting error in its cash working capital calculation and its revenue
requirement, and adjusted cash working capital to reflect the adjustments made in
operating expenses in NW Natural's Reply Testimony.?? In total, the Company’s
adjustments in Reply Testimony reduced cash working capital by $95,658, a

revenue requirement reduction of $9,578.23

18 Staff/200, Chipanera-Stevens-Mondragon/18.
19 Staff/200, Chipanera-Stevens-Mondragon/18.
20 NW Natural/3200, Walker/5-11.

21 NW Natural/3200, Walker/6-8.

22 NW Natural/3200, Walker/8.

23 NW Natural/3200, Walker/8.
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As a result of their settlement discussions, the Stipulating Parties agreed to
a revenue requirement reduction associated with Cash Working Capital of
$49 thousand.?*
Please explain why the Stipulating Parties’ agreement regarding this aspect
of Cash Working Capital is reasonable.
The Stipulating Parties’ agreement to reduce revenue requirement by
$49 thousand represents a middle ground among the Stipulating Parties’ different
positions. This outcome represents a negotiated resolution that is informed by the
Stipulating Parties’ settlement discussions and review of testimony and discovery,
and therefore is a resolution that is reasonable, fair, and in the public interest.

C. Land Purchase Associated with The Dalles Resource Center

Please describe the Stipulating Parties’ agreement regarding the land
purchase associated with The Dalles Resource Center.

In its Initial Filing, NW Natural explained that it is relocating its resource center in
The Dalles to a new location due to inadequacies with the current office building
that houses the resource center.2° This move involves the purchase of a new piece
of land in 2025 to build the new facility, which NW Natural estimates to cost
approximately $1.3 million.?® In Staff's Opening Testimony, Staff recommended a
disallowance of the entire $1.3 million request, based on concerns that: 1) the real
estate summary provided by NW Natural's broker for the search for the new

facility’s location included a cost of $999,999.00 for the land acquisition, a different

24 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 3.
25 NW Natural/600, Pipes/2, 4.
26 NW Natural/600, Pipes/2, 6, 10.
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number than the estimate in the Initial Filing,?” and 2) that the land purchase did
not meet the “used and useful” standard.?® CUB and AWEC did not address the
land purchase for The Dalles Resource Center in their Opening Testimony.

In its Reply Testimony, NW Natural responded to Staff’s concerns about NW
Natural’'s cost recovery request for The Dalles Resource Center. NW Natural
explained that the land would be used and useful once the land purchase was
finalized, because the land would be immediately used for equipment and
materials storage, as well as other activities.?° The Company also explained that
the reason for the discrepancy between the $999,999.00 estimated land purchase
cost in the broker’s report and the $1.3 million provided in the Company’s Opening
Testimony was that the $1.3 million included costs associated with due diligence
for the purchase, including preliminary planning and design work.3°

As a result of their settlement discussions, the Stipulating Parties agreed to
remove the land purchase?' from this proceeding—which results in a reduction to
revenue requirement of $90 thousand.32
Please explain why the Stipulating Parties’ agreement regarding the land
purchase associated with The Dalles Resource Center is reasonable.

While the Company and Staff differed regarding the concerns raised in Staff's
testimony, for the sake of settlement, and in the context of the First Stipulation as

a whole, the Company believes that it is fair and reasonable to reduce revenue

27 Staff/800, Bolton/15.

28 Staff/800, Bolton/16-17.

29 NW Natural/2200, Pipes/2.

30 NW Natural/2200, Pipes/3.

31 NW Natural/2200, Pipes/3.

32 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 3.
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requirement by an amount commensurate with the Oregon-allocated portion of the
land acquisition for The Dalles Resource Center in this proceeding. The Stipulating
Parties agree that this adjustment, in the context of the First Stipulation as a whole,
will result in rates that are just and reasonable.

D. Membership and Dues Expense

Please describe the Stipulating Parties’ agreement regarding Membership
and Dues expense.

In its Opening Testimony, Staff recommended an Oregon-allocated Test Year
disallowance to memberships and dues of $341,543 and disallowance to
donations of $52,435, due to Staff's concern that some of the activities carried out
by the organizations to which the Company pays memberships and dues are not
necessary for utility service, primarily to promote the Company within the
community, not to benefit ratepayers, or not recoverable in rates if done by the
utility itself.3® Specifically, based on Staff's review of NW Natural’s responses to
Standard Data Request No. 90 and Staff data requests, Staff proposed to remove
the full Oregon-allocated Test Year expense for Staff-identified memberships
related to economic development and civic organizations, escalated for the Test
Year using the All-Urban CPI inflation factors for 2025 and 2026; 25 percent of the
escalated expense for Staff-identified memberships in the Test Year related to, but
not limited to, national and regional industry trade organizations; and the full

amount of the Oregon-allocated escalated expense for Staff-identified donations

33 Staff/1100, Ball/18-20.
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in the Test Year.3* CUB and AWEC did not address the Company’s expense
associated with Memberships and Dues in their Opening Testimony.

In its Reply Testimony, the Company responded to Staff's concerns,
explaining that donations expense was removed from the Company’s requested
revenue requirement in this case.’® The Company also explained why the
Company’s memberships in trade organizations and economic development and
civic organizations benefit customers and therefore are appropriate to include in
revenue requirement, and that the Company excludes from recovery the portions
of membership fees that are associated with lobbying.¢

As a result of their settlement discussions, the Stipulating Parties agreed to
a reduction to revenue requirement of $350 thousand for Membership and Dues
Expense.®’

Please explain why the Stipulating Parties’ agreement regarding
Membership and Dues expense is reasonable.

Although the Stipulating Parties do not necessarily agree regarding the extent to
which NW Natural’'s customers benefit from the Company’s memberships and
dues expenses, the Stipulating Parties do agree that a reduction to revenue
requirement of $350 thousand—which is nearly equivalent to the full amount of the
adjustment recommended by Staff in Opening Testimony—is a reasonable

resolution for settlement purposes. The Stipulating Parties believe that this

34 Staff/1100, Ball/19-20.

35 NW Natural/2900, Davilla/16-17.

36 NW Natural/2900, Davilla/14-16.

37 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 3.
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adjustment, in the context of the First Stipulation as a whole, will result in rates that
are just and reasonable.

E. Meals and Entertainment Expense

Please describe the Stipulating Parties’ agreement regarding Meals and
Entertainment expense.
In the Initial Filing, the Company included expenses associated with employee
meals and entertainment, awards, gifts, airfare, lodging, and travel expenses in the
Test Year. In Staff’'s Opening Testimony, Staff reviewed what Staff characterized as
the Company’s “[Operations and Maintenance (O&M)] non-payroll transactional
expenses” to identify “O&M non-payroll discretionary expenses” such as “meals
and entertainment, awards, recognition, gift cards, coffee, and refreshments.”38
Staff recommended excluding 50 percent of transactions that it deemed
“discretionary” and of benefit to both shareholders and customers, based on the
Commission’s adoption of 50/50 cost sharing in docket UE 197.%° In total, Staff
recommended reducing the Company’s non-labor O&M expenses by $410,487.40
CUB and AWEC did not address the Company’s meals and entertainment expense
in their Opening Testimony.

In its Reply Testimony, the Company responded to Staff, explaining that the
General Ledger Account that Staff reviewed to arrive at its meals and
entertainment adjustment included some categories of costs that were not

discretionary, such as permits, meal tickets, and the 2024 Pipeline and Hazardous

38 Staff/1100, Ball/21-22.

39 Staff/1100, Ball/21 (citing In the Matter of Portland General Electric Company, Request for a General
Rate Revision, Docket No. UE 197, Order No. 09-020 (Jan. 22, 2009)).

40 Staff/1100, Ball/23.
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Materials Safety Administration (“PHMSA”) Assessment Fee to the Portland LNG
facilities, and therefore the adjustment was overinclusive.*' The Company also
stated that it disagreed with Staff with respect to whether expenses such as
employee awards and gifts, or refreshments and meals, should be deemed
prudent and fully recoverable expenses.*?> The Company stated that although it
disagreed with Staff’'s adjustments for meals and entertainment, awards, qgifts,
airfare, lodging, and travel, the Company would narrow the issues in the case by
removing its request for amounts in these categories other than the amounts
associated with the Company’s safety jackpot program, meal tickets, and the 2024
LNG PHMSA fee, which the Company explained were non-discretionary.*? In total,
the Company removed $224,280 in its Reply Testimony.**

As a result of their settlement discussions, the Stipulating Parties agreed to
a reduction to revenue requirement of $68 thousand for Meals and Entertainment
Expense.*®
Please explain why the Stipulating Parties’ agreement regarding Meals and
Entertainment is reasonable.
Although the Stipulating Parties do not necessarily agree regarding whether
expenses in this category should be subject to cost sharing, they agree that their
resolution of this issue through an adjustment of $68 thousand is fair and

reasonable. The Stipulating Parties’ adjustment takes account of the Company’s

4T NW Natural/2900, Davilla/23-26.
42 NW Natural/2900, Davilla/24-27.
43 NW Natural/2900, Davilla/27-28.
44 NW Natural/2900, Davilla/27-28.
45 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4.
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previous narrowing of its cost recovery request for meals and entertainment
expenses in its Reply Testimony as well as the Stipulating Parties’ interest in
reaching a negotiated resolution. The Stipulating Parties believe that, in the context
of the First Stipulation as a whole, this adjustment will result in rates that are just
and reasonable.

F. D&O Insurance Expense

Please describe the Stipulating Parties’ agreement regarding D&O Insurance
expense.

NW Natural included directors and officers (“D&0”) insurance premiums in the Test
Year.8 In Staff's Opening Testimony, Staff recommended permitting the Company
to recover a projected amount for its 2025-2026 D&O insurance policy renewal by
escalating the Company’s 2024-2025 Oregon-allocated D&O insurance premium
by 1.3 percent and then disallowing 50 percent of the resulting amount, which Staff
asserts is standard Commission policy.#” Staff's method would result in a
downward adjustment of $729,015 to the Company’s D&O Insurance expense.*?
AWEC also recommended 50/50 cost sharing between shareholders and
ratepayers for NW Natural’'s D&O insurance costs based on AWEC’s
understanding of Commission policy.*® AWEC calculated a $51,539 reduction to
revenue requirement as a result of its adjustment.°® CUB did not address D&O

premiums in its Opening Testimony.

46 See NW Natural/1300, Davilla/13-14.
47 Staff/1100, Ball/13-14.

48 Staff/1100, Ball/13.

49 AWEC/100, Mullins/40.

50 AWEC/100, Mullins/40.
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In its Reply Testimony, the Company responded both to Staff and AWEC's
50 percent sharing proposal as well as Staff's use of a 1.3 percent escalation to
arrive at a D&O insurance premium amount.5" The Company explained that it
disagreed with the premise that customers receive only a partial benefit from the
Company’s D&O insurance expense, because D&O insurance is a necessary cost
of doing business and a prudent expense.?? The Company also explained that,
because the Company already removed D&O liability expenses allocated to non-
utility business units, the remaining amounts should be fully recovered.>® The
Company also provided an update concerning updated estimates it had received
from its D&O insurance broker for the Company’s D&O premiums for its 2025-2026
renewal.>* Based on the updated estimates the Company received from its broker,
NW Natural reduced its request for D&O insurance costs from the amount in the
Initial Filing.%®

As a result of their settlement discussions, the Stipulating Parties agreed to
a reduction to revenue requirement of $312 thousand for D&O Insurance
expense.®
Please explain why the Stipulating Parties’ agreement regarding D&O
Insurance is reasonable.
The Stipulating Parties’ agreed reduction to D&O insurance expense is a

reasonable compromise between Staff's and AWEC's position and the Company’s

5T NW Natural/2900, Davilla/58-61.

52 NW Natural/2900, Davilla/61.

53 NW Natural/2900, Davilla/61.

5 NW Natural/1900, Wilson/28-29.

5 NW Natural/1900, Wilson/29.

% First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4.
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position. Although the Stipulating Parties do not necessarily agree with respect to
whether D&O insurance premiums should be subject to cost sharing, they do agree
that their agreed reduction to revenue requirement is a reasonable and fair
compromise that results in just and reasonable rates.

G. Wages and Salaries, FTE Adjustments, Incentives, Payroll Taxes, Depreciation
Expense

Please describe the Stipulating Parties’ agreement regarding Wages and
Salaries, FTE Adjustments, Incentives, Payroll Taxes, and Depreciation
Expense.

NW Natural projected having 1,249.1 gas utility Full-Time Employees (“FTES”) in
the Test Year®” and included $132.902 million for wages and salaries associated
with Oregon-allocated FTEs%® and $9.653 million for pay-at-risk®® in the Test Year.
To mitigate the size of its rate request, the Company did not seek recovery of the
costs of pay-at-risk for Company officers in this proceeding.®° Staff recommended
a reduction to rate base of $3.725 million associated with the capital components
of Staff's adjustments to wages and salaries, FTEs, and incentives, and a
reduction to O&M of approximately $6.062 million associated with the non-rate
base components of wages and salaries, FTE, and incentives, in addition to
corresponding adjustments to payroll tax expense and depreciation expense.®’
AWEC recommended removing 75 percent of employee incentives from the

Company’s O&M expenses and removal of the capital portion of employee

57 NW Natural/1000, Rogers/20-21.
58 NW Natural/1000, Rogers/6.

59 NW Natural/1000, Rogers/12.

60 NW Natural/1000, Rogers/8.

61 Staff/1200, Dyck/3-23.
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incentives from rate base, resulting in a reduction to revenue requirement of
approximately $4.627 million.5? CUB did not address wages and salaries, FTE
adjustments, incentives, payroll taxes, and depreciation expense in its Opening
Testimony. The Company filed Reply Testimony responding to Staff and AWEC’s
Opening Testimony regarding employee and officer compensation.3

As a result of their settlement discussions, the Stipulating Parties agreed to
a reduction to rate base of $2.971 million, resulting in a reduction to revenue
requirement of $270 thousand. The Stipulating Parties also agreed to a reduction
to O&M expense equivalent to a $4.698 million reduction to revenue requirement.
Combined, these adjustments result in a total reduction to revenue requirement of
$4.968 million.%*
Please explain why the Stipulating Parties’ agreement regarding Wages and
Salaries, FTE Adjustments, Incentives, Payroll Taxes, and Depreciation
Expense is reasonable.
The Stipulating Parties’ agreement to reduce revenue requirement by $4.968
million in total—based on a reduction to rate base of $2.971 million and a reduction
to expense of $4.698 million—is a reasonable compromise of the Stipulating
Parties’ differing interpretations of Commission precedent and different analytical
approaches to calculating projected FTEs, as well as costs and expenses for
wages, salaries, and incentives. The Stipulating Parties’ agreement is a middle

ground among the Stipulating Parties’ different viewpoints and corresponding

62 AWEC/100, Mullins/33.
63 See NW Natural/2500, Rogers.
64 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4.
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adjustments that they proposed in their filed testimony. As the agreement
represents a reasonable negotiated outcome, the Stipulating Parties believe the
adjustment results in just and reasonable rates in the context of the First Stipulation
overall.

H. Advertising Expense

Please describe the Stipulating Parties’ agreement regarding Advertising
Expense.

In the Initial Filing, NW Natural requested $1.521 million for Category A
(customer communications) advertising expense for the Test Year, which was
approximately $160 thousand, or $0.22 per customer, in excess of the level
presumed just and reasonable under OAR 860-026-0022(3)(a).®® The Company
explained that it believed the portion of its Category A expense request above the
amount presumed just and reasonable under OAR 860-026-0022(3)(a) should be
recoverable, because this amount was on par with the amounts presumed
reasonable for electric utilities in NW Natural’'s service territory based on the
revenue-based formula, due to differences in revenue structure between gas and
electric utilities.®® The Company also explained that it had requested Category A
expense above the amount presumed reasonable under OAR 860-026-0022(3)(a)
because of additional targeted communications and outreach for the Company’s
bill discount program.®” The Company also requested $900 thousand for Category

B advertising expense in the Test Year.?®8 NW Natural did not seek recovery of any

65 NW Natural/1100, Beck/1-3; NW Natural/2600, Beck/2.
66 NW Natural/1100, Beck/3-4
67 NW Natural/1100, Beck/6-8.
68 NW Natural/1100, Beck/13.
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expenses in Category C (corporate imaging), Category D (political/non-utility
advertising), or Category E (energy efficiency/consideration advertising related to
a program approved by the Commission).5°

In Staff's Opening Testimony, Staff recommended a reduction to Category
A expense of $159,697, or the amount beyond the level presumed reasonable
under OAR 860-026-0022(3)(a).”® Staff stated it “appreciates the Company’s point
that the difference in revenue structure between natural gas and electric utilities
results in a disparity on a per customer basis with regard to advertising expense,”
but explained that Staff does not view this disparity as a sufficient grounds for
finding the Company’s Category A advertising expense above the amount
presumed reasonable to be recoverable.”! AWEC and CUB did not address
advertising expense in their Opening Testimony.

In its Reply Testimony, the Company responded to Staff's Opening
Testimony regarding advertising expense and made a correction to the allocation
of Category A and Category B expense. By moving the cost of legally mandated
customer notices from Category A to B, NW Natural revised its request for
Category A to $1.485 million, or $2.10 per customer, and revised its request for
Category B to $936 thousand.”?

As a result of their settlement discussions, the Stipulating Parties agreed to

a reduction to revenue requirement of $123 thousand for Advertising Expense.”

69 NW Natural/1100, Beck/2.

70 Staff/1400, Moore/5.

71 Staff/1400, Moore/4-5.

72 NW Natural/2600, Beck/22.

73 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4.
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Please explain why the Stipulating Parties’ agreement regarding Advertising
Expense is reasonable.

The Stipulating Parties continue to have different views regarding whether the
disparity between gas and electric utilities under the revenue-based approach to
advertising expense in OAR 860-026-0022(3)(a) is informative with respect to
whether Category A spending amounts are just and reasonable. However, the
Stipulating Parties agree that their adjustment, which would remove from revenue
requirement the amount of NW Natural’s revised Category A request above the
amount presumed reasonable, is a fair compromise between the Stipulating
Parties’ different positions for settlement purposes. The Stipulating Parties believe
that this adjustment results in rates that are just and reasonable in the context of
the First Settlement as a whole.

. Leasehold Improvements

Please describe the Stipulating Parties’ agreement regarding Leasehold
Improvements.

NW Natural’s Initial Filing requested to include $17.317 million in Oregon-allocated
Test Year rate base for leasehold improvements, primarily associated with the
Company’s headquarters at 250 Taylor.”* This represented a $1.279 million
decrease to the amount approved for leasehold improvements in the Company’s
last rate case.” Staff stated in its Opening Testimony that it had reviewed
testimony, orders, and workpapers regarding this issue; issued DRs; and was

“awaiting responses to DRs and may have an adjustment once the analysis is

74 NW Natural/1500, Walker/27; NW Natural/1501, Walker/1.
7S NW Natural/1502, Walker/1.
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complete.””® AWEC stated that it disagreed with the Company’s methodologies for
calculating non-plant balances, including leasehold improvements, but did not
recommend a specific adjustment to leasehold balances.”” CUB did not address
leasehold improvements in its Opening Testimony.

As a result of their settlement discussions, the Stipulating Parties agreed to
a reduction to rate base of $49 thousand for leasehold improvements, which
results in a reduction to revenue requirement of $4 thousand.”®
Please explain why the Stipulating Parties’ agreement regarding Leasehold
Improvements is reasonable.
The Stipulating Parties’ modest reduction to rate base to reach an agreed
resolution to the leasehold improvements issue is reasonable, considering that
none of the Stipulating Parties proposed a specific adjustment for leasehold
improvements in Opening Testimony. In the context of the First Stipulation as a
whole, the Stipulating Parties believe their adjustment is a fair and reasonable
resolution that will result in rates that are just and reasonable.

J. Retirement of GC 500 Mist Compressor

Did the Stipulating Parties agree to a revenue requirement adjustment
related to the retirement of the GC 500 Mist Compressor?

Yes. As a result of their settlement discussions, the Stipulating Parties agreed to
a cost recovery arrangement associated with the retirement of the GC 500

compressor, which is described in greater detail in Section 11l.LO below. The

76 Staff/200, Chipanera-Stevens-Mondragon/24.
7 AWEC/100, Mullins/29.
78 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4.
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Stipulating Parties’ agreement results in a reduction to revenue requirement of
$1.378 million.”® As addressed further in Section IIl.O below, the Stipulating
Parties believe this adjustment is reasonable.

K. Test Year Plant Additions and Other Miscellaneous Adjustments

Please describe the Stipulating Parties’ agreement regarding Test Year Plant
Additions and Other Miscellaneous Adjustments.

The Company calculated Utility Plant in Service during the Test Year by using a
13-month Average-of-Monthly-Averages (AMA) approach and including all capital
additions in the forward test year, including those associated with customer
additions (mains, services, and meters), as well as recurring replacement of capital
assets, and larger planned projects through the Test Year.8’ The Company also
proposed to roll forward accumulated depreciation through the Test Year, and
lowered its gross plant and accumulated depreciation amounts for the Test Year to
reflect forecasted asset retirements.®’

In Opening Testimony, Staff disagreed with including all Test Year capital
additions in rate base, based on Staff’s interpretation of ORS 757.355(1).82 Staff
proposed excluding all Test Year capital additions from rate base except for growth-
related capital additions on the basis that including growth-related capital additions
was responsive to the Commission’s orders regarding rate base calculation
method in Docket Nos. UE 433 and UE 435, Staff’s view that growth-related capital

investment is predictable, and because of the system benefit of new revenues from

79 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4-5.
80 NW Natural/1500, Walker/25.

81 NW Natural/1500, Walker/25.

82 Staff/200, Chipanera-Stevens-Mondragon/8.
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new customers causing the growth-related capital additions.8 As a result of Staff’s
adjustment, Staff recommended a reduction to revenue requirement of
approximately $10.1 million at the Company’s requested cost of capital, or
between $9.2 million and $9.6 million at Staff's proposed cost of capital range.8

In its Opening Testimony, AWEC recommended that plant additions and
retirements occurring subsequent to the rate effective date not be considered in
NW Natural’'s revenue requirement, based on AWEC's interpretation of ORS
757.355.85  The impact of AWEC’'s proposal would be to reduce revenue
requirement by $13.099 million.8¢ In addition to the treatment of rate base, AWEC
raised several other revenue requirement issues, which were resolved through the
black box adjustment, including adjustments to cash working capital, directors’ and
officers’ fees and expenses, stock incentives, miscellaneous operations and
maintenance expenses and other adjustments.

In its Reply Testimony, NW Natural responded to Staff's and AWEC's
testimony regarding rate base methodology, including by explaining why the
Company believed that the guardrails in its rate base methodology, such as the
moderating effect of a large capital investment portfolio and the AMA approach,
addressed Staff's and AWEC's concerns about consistency with ORS 757.355.87

As a result of their settlement discussions, the Stipulating Parties agreed to

a black box reduction to revenue requirement of $7.2 million, which

83 Staff/200, Chipanera-Stevens-Mondragon/8-10.
84 Staff/200, Chipanera-Stevens-Mondragon/10.
85 AWEC/100, Mullins/24.

86 AWEC/100, Mullins/24.

87 NW Natural/3100, Dane/3-35.
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comprehensively addressed Test Year Plant Additions and other miscellaneous
issues and adjustments raised in the proceeding.8

Please explain why the Stipulating Parties’ agreement regarding Test Year
Plant Additions and Other Miscellaneous Adjustments is reasonable.
Although the Stipulating Parties do not agree with respect to rate base calculation
method, the Stipulating Parties do agree that a black box adjustment of $7.2 million
to resolve their differences of opinion concerning rate base, as well as other
miscellaneous adjustments, is reasonable. This adjustment was the subject of
active negotiation by the Stipulating Parties and results from concessions on the
part of each Stipulating Party. Moreover, the Stipulating Parties agree that, in the
context of the First Stipulation as a whole, this adjustment will result in rates that
are just and reasonable.

L. Officer Attestations

Please explain the Stipulating Parties’ agreement regarding attestations for
capital projects.

In its Opening Testimony, AWEC recommended a capital attestation process
similar to the one adopted by the Commission in Docket No. UE 435.89 AWEC
recommended that NW Natural provide capital attestations for all projects over
$1 million, with projects under $1 million reviewed in the aggregate as a single
project, on a portfolio basis.® In its Reply Testimony, the Company proposed to file

two attestations confirming that projects over $1 million would be placed in service

88 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4.
89 AWEC/100, Mullins/26-27.
9% AWEC/100, Mullins/27.
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by October 31, 2025.9' Staff proposed that NW Natural provide officer attestations
for all new “discrete” projects requested in the Initial Filing that are expected to go
in service by October 31, 2025.%2 The Company proposed that projects over $1
million that would not be completed by the rate effective date would be
incorporated into an updated future test year (FTY) forecast with a revised in-
service date and recovered in the FTY using the Average of Monthly Averages
(AMA) methodology.®?

As a result of their settlement discussions, the Stipulating Parties agree that
NW Natural will file officer attestations on or before October 3, 2025, and October
23, 2025, attesting to whether any projects forecast to cost over $1 million and to
be completed by October 30, 2025, will be completed after that date. The
Stipulating Parties further provided that if there are any such projects, those
projects will be removed from rates.%
Please explain why the Stipulating Parties’ agreement regarding attestations
is reasonable.
The Stipulating Parties agree that NW Natural providing officer attestations for
certain capital projects will facilitate final review of project costs and ensure that
only projects completed by the October 30, 2025, cut-off date will be included in
rates. The Stipulating Parties agree that this approach reflects a reasonable

compromise between the Stipulating Parties’ positions.

91 NW Natural/1700, Rush-Kravitz/14.

92 Staff/1000, Abraham/7; Staff/200, Chipanera-Stevens-Mondragon/11 (providing Staff’s definition of
“discrete” projects).

93 NW Natural/1700, Rush-Kravitz/14.

9 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4-5.
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M. Rate Effective Date

Please describe the Stipulating Parties’ agreement regarding the rate
effective date.

In the Initial Filing, NW Natural requested that the new rates resulting from this
proceeding be made effective November 1, 2025.%% As part of the First Stipulation,
the Stipulating Parties agree to move the rate effective date to October 31, 2025—
an advancement of the rate effective date by one day.® The Stipulating Parties
understand that their agreement to modify the rate effective date to October 31,
2025, is subject to the Commission’s approval.

Please explain why the Stipulating Parties believe a change in the rate
effective date is reasonable.

Modifying the rate effective date by one single day is reasonable, given the
pendency of legislation that may prohibit NW Natural from implementing its
requested rate increase on November 1, 2025. Because this minor modification of
the rate effective date would have no legal or practical effect on the sufficiency of
the time for Commission review and public notice of the Company’s rate revision
requested in this proceeding, and for the sake of efficiency, the Stipulating Parties
agree that modification of the rate effective date from November 1, 2025, to
October 31, 2025, is fair, just, and reasonable.

N. Depreciation Rates

Please describe the Stipulating Parties’ agreement regarding Depreciation

Rates.

9 Executive Summary at 1.
9 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 5.
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A. In the Initial Filing, the Company stated that it was proposing updated depreciation

rates as part of this general rate case, based on the updated depreciation study

filed concurrently with this proceeding in Docket No. UM 2363 on December 30,

2024.%7 On June 13, 2025, NW Natural, Staff, and AWEC filed a notice in Docket

No. UM 2363, informing the Commission that they had reached a comprehensive
agreement in principle.®

The Stipulating Parties agree to adjust the Company’s depreciation rates

subject to the resolution of the Company’s depreciation study in Docket No.

UM 2363. Although the Company’s updated depreciation rates have not yet been

10

11

12

13

14

15

16

17

18

19

resolved in Docket No. UM 2363, the Company expects the reduction to revenue

requirement associated with this adjustment to be $5.278 million.®°

Q. Please explain why the Stipulating Parties’ agreement regarding

Depreciation Rates is reasonable.

A. The Stipulating Parties’ agreement that the Company will update depreciation
rates for purposes of the rates resulting from this proceeding based on the
outcome of Docket No. UM 2363 is reasonable. Doing so will ensure that the
Company’s depreciation expense reflected in the revenue requirement approved

in this proceeding will be the product of the most accurate, current information

about the depreciable lives of the Company’s assets.

97 Executive Summary at 7.

98 In the Matter of Northwest Natural Gas Company, dba NW Natural, Updated Depreciation Study,
Docket No. UM 2363, Status Update (June 13, 2025).

9 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 5.
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O. Retirement of GC 500 Mist Compressor — Regulatory Asset

Please describe the Stipulating Parties’ agreement regarding the GC 500 Mist
Compressor.

In the Initial Filing, the Company indicated that it is replacing the older of the two
compressors at its Mist storage facility, the GC 500 compressor, in October 2025,
and a second compressor at the Mist facility, the GC 600, is scheduled for
replacement in October 2026.7%° The Company stated that it is replacing these two
compressors because they have exceeded their expected useful lives and require
ongoing break-fix repairs that routinely disrupt operations at the Mist facility. %!

In its Opening Testimony, Staff stated it agreed with the Company’s
assessment that both Mist compressors had exceeded their useful life expectancy,
but Staff would not support the inclusion in rates of new plant not yet in service by
the rate effective date.'%? Therefore, Staff stated it would “monitor the progress” of
the GC 500 project and require officer attestations supporting the Company’s
projection that the project is on track to be completed by October 31, 2025.103

In its Opening Testimony, CUB stated it did not oppose the retirement and
replacement of the GC 500 compressor, and CUB recommended that the
Commission find the GC 500 retirement to be in the public interest.'® CUB
estimated that the Company’s undepreciated investment in the GC 500

compressor was $14.754 million, based on CUB’s assumption that the GC 500

100 Executive Summary at 4; NW Natural/100, Palfreyman-Kravitz/14.
101 NW Natural/100, Palfreyman-Kravitz/14.

102 Staff/1000, Abraham/9-11.

103 Staff/1000, Abraham/10.

104 CUB/100, Jenks/19.
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compressor had a 27-year useful life and a 50-year depreciable life.'> CUB
recommended that the Company be allowed to recover, but not earn a return on,
its undepreciated investment in the GC 500 compressor, and that $14.8 million be
removed from FERC Account 354 and placed in a regulatory asset, where it would
be amortized over 23 years at 4.499 percent, representing the time value of
money.'% CUB stated that its recommended cost recovery treatment for the
undepreciated portion of the GC 500 compressor was based on CUB’s
understanding of the Commission’s retired asset policy.

NW Natural filed Reply Testimony responding to CUB’s proposal. NW
Natural defended the continued inclusion of the GC 500 unit in FERC Account 354,
argued that there was not a need for extraordinary ratemaking treatment for the
GC 500 plant following its retirement, and disagreed with CUB’s interpretation of
the Commission’s retired asset policy.'”” NW Natural also clarified that the
undepreciated portion of the GC 500 compressor upon its retirement would be
approximately $11.1 million, rather than CUB’s estimate of $14.8 million, and that
the actual amount of undepreciated investment in the GC 500 compressor at the
time of its retirement would actually be somewhat less than $11.1 million,
accounting for the actual net book value at that time, as well as the cost of removal
and salvage value. 08

As a result of their settlement discussions, the Stipulating Parties agreed

that NW Natural will remove $11.1 million, representing the net book value of the

105 CUB/100, Jenks/18-19.
106 CUB/100, Jenks/19-20.
107 NW Natural/3000, Spanos-Wilson-Kravitz/16-20.
108 NW Natural/3000, Spanos-Wilson-Kravitz/20-21.

31— JOINT TESTIMONY IN SUPPORT OF FIRST PARTIAL STIPULATION




10

11

12

13

14

15

16

17

18

19

20

NW Natural-Staff-CUB-AWEC/100
Kravitz-Muldoon-Jenks-Mullins/Page 32

GC 500 Mist Compressor, from FERC Account 354, resulting in a reduction to
revenue requirement of $1.378 million."®® The Stipulating Parties further agreed
that the $11.1 million will be placed in a regulatory asset and recovered over a
period of eight years through a separate base tariff schedule to be filed with the
Company’s compliance filing in this rate case. The Stipulating Parties agree to use
a 4.499 percent interest rate for the regulatory asset. The amortization of the
regulatory asset is $1.683 million per year through the separate rate schedule.''®
Please explain why the Stipulating Parties’ agreement regarding the GC 500
Mist Compressor is reasonable.

The Stipulating Parties’ agreement is a reasonable resolution of CUB’s and NW
Natural’s differing interpretations of Commission orders and policy governing cost
recovery for retired assets. The removal of $11.1 million from rate base is
responsive to CUB’s concern about the Company’s ability to earn a return on
retired plant, and the eight-year time period for the amortization of the regulatory
asset will enable the Company to recover its costs for the GC 500 compressor
within a reasonable amount of time. Therefore, the Stipulating Parties believe that
the $1.378 million reduction to revenue requirement resulting from the removal of
the GC 500 compressor from rate base will result in rates that are just and
reasonable, and that the creation and amortization of a regulatory asset as

described in the First Stipulation is in the public interest.

109 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 4-5.
110 First Partial Multi-Party Stipulation Regarding Revenue Requirement at 5.
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V. SUPPORT FOR THE FIRST STIPULATION

What is the basis for the First Stipulation?

The First Stipulation is a compromise based on the record in this case, which
includes NW Natural’s Initial Filing, the Opening Testimony of Staff and intervenors,
and NW Natural's Reply Testimony, as well as the data requests and data
responses the parties have exchanged to date. Over the course of the settlement
discussions, the Stipulating Parties resolved their differences regarding all issues
in the First Stipulation—except for those explicitly excluded in Paragraph 3 of the
First Stipulation—and ultimately resolved all issues in the First Stipulation through
dialogue, negotiations, and compromise to reach a fair result.

What is your recommendation to the Commission regarding the First
Stipulation?

The Stipulating Parties recommend and request that the Commission approve the
First Stipulation in its entirety.

Please explain why the Stipulating Parties believe the Commission should
adopt the First Stipulation.

The Stipulating Parties have carefully reviewed NW Natural’s Initial Filing, NW
Natural’s responses to data requests, and have thoroughly analyzed the issues
during multiple days of settlement conferences. The Stipulating Parties believe that
the adjustments and agreements in the First Stipulation provide a fair and
reasonable resolution of the issues in this proceeding and the resulting rates are

fair, just, and reasonable.
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V. CONCLUSION

Q. Does this conclude your testimony?

A. Yes.
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