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I. INTRODUCTION AND SUMMARY

PLEASE STATE YOUR NAME AND OCCUPATION.

My name is Bradley G. Mullins. I am the Principal Consultant of MW Analytics, a consulting
firm that, among other things, represents utility customers before state public utility
commissions in the Northwest and Intermountain West. My witness qualifications are
provided in Exhibit AWEC/101.

PLEASE IDENTIFY THE PARTY ON WHOSE BEHALF YOU ARE TESTIFYING.

I am testifying on behalf of the Alliance of Western Energy Consumers (“AWEC”). AWEC is
a non-profit trade association whose members are large energy users in the Western United
States, including gas sales and transportation customers of NW Natural Corporation, dba NW
Natural Gas Company (“NW Natural”).

WHAT IS THE PURPOSE OF YOUR TESTIMONY?

I respond to NW Natural’s request for an Alternative Rate Mechanism (“ARM”), though which
it proposes to increase rates by $15,589,000 in connection with certain capital additions. I also
respond to NW Natural’s request to terminate the Schedule 160 Coos County charge in
connection with its proposed purchase of the Coos County Pipeline.

WHAT IS YOUR RECOMMENDATION RELATED TO THE ARM?

In general, AWEC is concerned with NW Natural’s proposed ARM in this docket. NW
Natural only recently concluded a general rate case in Docket No. UG 520 (the “2025 GRC”)
with rates effective October 31, 2025. Rates in the 2025 GRC were established, in part, based
on a Stipulation that resolved the treatment of capital additions over the 12-months ending
October 31, 2026 (the “ARM Forecast Period”) through a black box adjustment, which covers

the same period of capital additions in this docket. Notwithstanding, AWEC recognizes the

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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timing issues posed by House Bill (“HB”) 3179, as well as NW Natural’s desire for a modest
rate increase through this docket to avoid filing for a deferral pursuant to the HB 3179
legislation, which may compound rate impacts in future rate filings.

Given that the capital additions in the ARM forecast period were already evaluated in
the context of the 2025 GRC, along with the compounding impacts of NW Natural’s
successive rate cases, AWEC does not support the ARM’s approval without more justification
from NW Natural that the ARM adjustment is in the public interest and is not repetitive with
the capital additions addressed in the 2025 GRC. Notwithstanding, AWEC will review the
positions of other parties, and the Company’s Rebuttal Testimony, and may revise this
recommendation accordingly.

DO YOU HAVE ANY ADJUSTMENTS TO NW NATURAL’S PROPOSED REVENUE
ADJUSTMENT?

Yes. If the Commission is inclined to approve the proposed ARM revenue increase, |
recommend two adjustments to better align accumulated depreciation with respect to the
capital additions in the ARM forecast period. The specific adjustments I recommend are
detailed in Table 1, below followed by brief descriptions of each adjustment.

Table 1
ARM Revenue Adjustments ($000)

1 Filed ARM Revenue 15,589

2 | Adjustements:
IT Accumumulated Depreciation (971)
4 Non-IT Accumulated Depreciation (6,136)

5 | Total Adjustments (7,107)

6 | Adjusted ARM Revenue 8,482

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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1. Irecommend adjusting the accumulated depreciation for Information Technology (“IT”)

capital to include the incremental accumulated depreciation associated with the Horizon
and Bloodhound projects.

2. I recommend that ARM revenues include incremental accumulated depreciation for
existing plant in service as of October 31, 2025 in proportion to the percentage of total
capital additions contained in the filing.

WHAT IS YOUR RECOMMENDATION RELATED TO THE COOS COUNTY
PIPELINE?

AWEC recognizes that the Coos County Pipeline presents unique challenges and believes it is
in the public interest to help ensure that the Coos County residents and businesses receive safe
and reliable natural gas service. Given the safety and integrity challenges, AWEC does not
oppose NW Natural assuming ownership of the Coos County pipeline for $1.00 in order to
make the necessary safety upgrades and to continue providing services to customers in Coos
County. While AWEC endorses rolling the upgrade costs into general rates in recognition of
the pipeline’s legacy arrangement, it also recommends preserving the Coos County surcharge
for customers in Coos County. That surcharge would continue to fund part of the pipeline’s
incremental operations and maintenance expenses at the amounts currently being paid through

rates consistent with the legacy arrangement.

I1. BACKGROUND OF THE ARM

OVER WHAT PERIOD DOES NW NATURAL EVALUATE CAPITAL ADDITIONS
IN ITS FILING?

NW Natural’s filing includes an evaluation of certain capital additions over the period
November 1, 2025 through October 31, 2026. The starting point of this period corresponds
generally to the timing of NW Natural’s 2025 GRC rate effective date, and is the same period
that NW Natural forecast capital additions in its initial filing in the 2025 GRC. The ending

period for the capital evaluation period corresponds to the proposed rate effective date in this

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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docket, and thus, would result in no capital additions being reflected in revenue requirement
that are not in service after the rate effective date.

HOW DID NW NATURAL DETERMINE WHICH CAPITAL ADDITIONS TO
INCLUDE IN THIS FILING?

NW Natural states that it “is seeking to recover long-planned discrete projects of at least $1
million that will enter service prior to the rate effective date in this proceeding — October 11
31,2026.”! That statement, however, does not align with the actual project data that was
submitted in NW Natural’s workpapers. In its workpapers, the specific projects included in
revenue requirement range from $30.3 million for meter modernization down to projects as
small as $1,026. Rather than limiting the project set to those over $1 million, it appears that
NW Natural included all IT projects regardless of size, as well as all projects that it considered
as public works projects, and then layered on the larger projects.

IS THIS RATE INCREASE BEING PROPOSED ON THE HEELS OF OTHER
MAJOR RATE INCREASES?

Yes. In NW Natural’s 2025 GRC, the Commission approved an approximate 9.45% margin
rate increase. That rate increase was on top of a 17.9% margin rate increase approved in
Docket UG 490, NW Natural’s 2024 GRC. Further, NW Natural’s 2025 PGA filings resulted
in major rate increases to large customers, principally in connection with Climate Protection
Program compliance. In the latest PGA cycle, non-EITE transportation service customers
received rate increases of approximately 60% to 100% depending on the customers volumes.
These rate impacts are extreme, and are not sustainable for Oregon business. Compounding

those increases with the proposed ARM rate increase will only make it more difficult for

NW Natural/100, Kravitz-Walker/17:9-12.

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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Oregon businesses, which serve as the backbone for the state’s labor and economic markets, to
compete with business in other states and countries.

DO YOU RECOMMEND THE COMMISSION APPROVE THE ARM?

Not at this time. The ARM is a non-traditional form of single-issue ratemaking, which is
generally inconsistent with Commission practice of requiring utilities to file wholistic general
rate cases to support revenue increases. While HB 3179 does present a timing issue, which
prevents NW Natural from immediately filing a rate case following the approval of its most
recent rate case, that was something the legislature intended. It is not necessary for the
Commission to approve a rate increase through an ARM, rather than a GRC, in order avoid the
restrictions in HB 3179. Considering the major string of rate increases that have been
approved in recent years, and the effects of those rate increases on customers, AWEC
recommends against approving the proposed ARM in this case at this time. Notwithstanding,
AWEC will review intervening parties’ Opening Testimony, as well as NW Natural’s Rebuttal
Testimony, and may revise its position as necessary if NW Natural can show that the increase
is in the public interest and not repetitive with the capital that was contemplated in the 2025
GRC.

WHAT IS THE TOTAL AMOUNT OF CAPITAL ADDITIONS THAT NW NATURAL
PROPOSES IN THE ARM REVENUE CALCULATION?

The total amount of capital additions proposed in ARM revenues in this docket is
$143,750,589 over the 12-months ending October 2026. Correspondingly, in the 2025 GRC,
NW Natural had forecast approximately $_ in capital additions over the same
period. These capital additions over the ARM Forecast Period were included in NW Natural’s
revenue requirement in its initial filing. A comparison between the capital additions included

in the 2025 GRC and this filing are detailed in Confidential Table 2, below:

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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Confidential Table 1
Capital Additions Forecast for the 12-Months Ending October 2026 (Whole Dollars)

As shown in Confidential Table 1, the capital forecast presented in this docket
represents approximately -% of the capital additions that were forecast and included in NW
Natural’s initial filing in the 2025 GRC. It should be noted that the capital additions presented
in NW Natural’s workpapers, shown in Confidential Table 1, varied slightly from the $140.1
million of capital additions reported in NW Natural’s Direct Testimony,” and I have not
reconciled the difference. Further, in testimony, NW Natural stated that notwithstanding its
GRC forecast, it is now planning to spend only _ million over the 12-months ending
October 2026, and accordingly, from that value, NW Natural’s proposal represents
approximately 51.2% of total capital additions relative to its most recent capital forecast.

HOW WERE CAPITAL ADDITIONS RESOLVED IN THE 2025 GRC?

In the 2025 GRC, NW Natural calculated rate base using the above capital forecast on an AMA
basis over the 12-months ending October 2026 (i.e. the ARM Forecast Period). Since the rate
effective date of the 2025 GRC was October 31, 2025, NW Natural’s filed rate base resulted in
including in rates capital additions that were expected to occur after the rate effective date.

Both Staff and AWEC filed responsive testimony recommending removal of certain capital

NW Natural/100, Kravitz-Walker/11:19.

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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additions expected to occur after the rate effective date. Staff recommended removing all post-
rate effective date capital additions, except for growth-related capital additions, resulting in an
approximate $9.6 million revenue requirement adjustment * Correspondingly, AWEC
recommended removing all post-rate-effective-date capital additions, including growth related
capital, resulting in a $13.1 million revenue requirement.* For purposes of the settlement,
however, parties were unable to agree on a specific method to use to establish rate base, and
agreed to a black box reduction to revenue requirement of $7.2 million.’ Thus, the precise
amount of capital additions included in base rates through the 2025 GRC was not established.

IS IT POSSIBLE TO DETERMINE WHICH RATE YEAR CAPITAL ADDITIONS
WERE INCLUDED IN REVENUE REQUIREMENT IN THE 2025 GRC?

No. NW Natural’s filing in this docket effectively assumes that current rates do not include
any recognition of capital additions in the 2025 GRC Rate Year. Because the settled rate base
was resolved through a black-box adjustment, it is not possible to determine precisely which
capital additions were included in rates and which were not. It can be established, however,
that the black box adjustment in the 2025 GRC potentially did include some recognition of
Test Year capital additions, as the $7.2 million adjustment was less than AWEC’s $13.1
million adjustment, which removed all post-rate-effective-date capital additions, and was also
less than Staff’s $9.6 million adjustment, which removed all post-rate-effective date capital
except growth related capital. Notwithstanding, there was never an agreement as to what

capital additions, if any, were removed when parties agreed to this adjustment.

Docket No. UE 520, Joint Testimony in Support of First Partial Stipulation at 24:15-25:4
Id. At 25:5-13.
Id. at 25:19-26:2.

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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IS IT REASONABLE TO PROVIDE NW NATURAL WITH SINGLE ISSUE

RATEMAKING FOR CAPITAL ADDITIONS THAT ARE ALREADY INCLUDED IN
RATES?

No. The black box adjustment related to Rate Year capital in the GRC could be interpreted in
many different ways, although it ultimately arose out of a compromise between the parties.
Had AWEC known that NW Natural was planning to use single issue ratemaking to
incorporate the test year capital additions into rates through a separate filing, it may have taken

a different position with respect to the black box adjustment.

III. ACCUMULATED DEPRECIATION

WHAT IS ACCUMULATED DEPRECIATION AND WHY IS IT IMPORTANT TO
CAPTURE IN A SINGLE-ISSUE RATEMAKING REQUEST, SUCH AS THE ARM?

Accumulated depreciation represents the portion of plant in service that has been recovered
from ratepayers through depreciation expense. After property is transferred to plant and begins
to provide services, rate payers reimburse the capital cost of the plant over time through
depreciation expense, which is accrued to a separate account, accumulated depreciation.
Accumulated depreciation is applied as an offset to the gross plant balances included in rate
base and provides ratepayers with a benefit in connection with the ongoing depreciation
expenses they pay in rates by reducing the capital costs included in revenue requirement. This
benefit is not just limited to the capital additions made in a given year, but to all capital
additions, including those made in prior years, for which depreciation expenses are being
recovered. Accordingly, in the context of this case, consideration should be given not only to
the incremental accumulated depreciation from the capital additions proposed for revenue
recovery, but also to the incremental accumulated depreciation tied to existing plant in service,

for which depreciation expenses are included in base rates.

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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HOW DID NW NATURAL HANDLE ACCUMULATED DEPRECIATION IN ARM
REVENUES?

NW Natural’s treatment of accumulated depreciation is somewhat disjointed as it applies
different treatment for IT projects than it does for non-IT projects. For IT projects, NW
Natural considered the accumulated depreciation associated with both the capital additions
forecast in the ARM Forecast Period, as well as the incremental accumulated depreciation
associated with existing IT projects in service on October 31, 2025. When performing this
analysis, however, NW Natural only considered the incremental reserves for the specific FERC
sub-accounts, which had forecast capital additions, and excluded incremental accumulated
depreciation on the sub-accounts for major IT projects, such as Horizon and Bloodhound.

For non-IT projects, NW Natural, however, used a different approach. It only
considered the incremental accumulated depreciation associated with the specific capital
additions included in its forecast, and did not consider the incremental accumulated
depreciation associated with existing plant in service. Notwithstanding, ratepayers are paying
depreciation expense associated with the existing plant in service over the ARM Forecast
Period, and by excluding incremental accumulated depreciation on existing plant, ratepayers
are absorbing the cost of that depreciation expense, without recognizing a corresponding
benefit through accumulated depreciation.

WAS IT APPROPRIATE FOR NW NATURAL TO EXCLUDE THE INCREMENTAL

ACCUMULATED DEPRECIATION ASSOCIATED WITH THE HORIZON AND
BLOODHOUND IT PROJECTS?

No. While NW Natural did consider incremental accumulated depreciation associated with
existing plant in service for most IT projects, it did not consider the incremental accumulated
depreciation accrued with respect to the Horizon and Bloodhound projects, which are included

in a separate sub-account. Those are major projects, that depreciate rapidly, and by excluding

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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the incremental accumulated depreciation accrued with respect to those projects, NW Natural
overstates its [T-related rate base. While there was no capital additions on those projects in the
ARM calculation, NW Natural considered substantially all IT capital additions in its ARM
forecast. Therefore, it is reasonable to also consider the incremental accumulated depreciation
associated with the Horizon and Bloodhound sub accounts in its calculation.

WHAT IS THE IMPACT OF CONSIDERING THE INCREMENTAL

ACCUMULATED DEPRECIATION ON THE HORIZON AND BLOODHOUND SUB
ACCOUNTS?

Ratepayers are currently paying approximately $10,616,731 per year in depreciation expense
associated with the sub accounts for these two projects.® Incorporating the associated
accumulated depreciation from this expense amount into the ARM revenue calculation results
in an approximate $971,000 reduction to ARM revenues.

WHY DID NW NATURAL EXCLUDE THE ACCUMULATED DEPRECIATION OF
EXISTING PLANT IN SERVICE FOR NON-IT CAPITAL?

NW Natural explains that, because the ARM includes only a portion of its expected capital
additions in the ARM Forecast Period, it is not reasonable to consider incremental accumulated
depreciation on all existing plant in service as of October 31, 2025.

DO YOU AGREE WITH THAT APPROACH?

No. While NW Natural includes only a portion of its capital additions, generally
corresponding to discrete projects, there were also large discrete projects placed into service in
prior years for which ratepayers are currently paying depreciation expense through base rates.
Without considering the corresponding accumulated depreciation benefits of similar projects

from prior periods, NW Natural produces is a skewed calculation that does not fully capture

Calculated from NW Natural’s response to AWEC Data Request 2.

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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the incremental costs and benefits of major capital additions in the ARM Forecast Period.
Consider for example, meter modernization. This is the largest project in the ARM Forecast
period and is a multi-year project that has had transfers to plant over many years. NW
Natural’s calculation would consider the incremental accumulated depreciation only for the
capital additions in the ARM forecast period, but exclude the incremental accumulated
depreciation on meter modernization investments placed into service in prior periods. This
produces an inaccurate rate base estimate for the meter modernization project because the
analysis considers the incremental capital additions, but does not account for the incremental
accumulated depreciation associated with meter modernization additions from prior periods.

HOW MUCH INCREMENTAL ACCUMULATED DEPRECIATION IS EXPECTED
BASED ON EXISTING PLANT IN SERVICE?

Excluding the IT accounts, approximately $130,892,000 in incremental accumulated
depreciation is expected to be accrued with respect to existing plant in service as of October
31, 2025 over the ARM Forecast Period. Ratepayers are paying for the depreciation expense in
base rates. Absent consideration of the benefit of that incremental accumulated depreciation
associated with that expense, a mismatch in revenue requirement will result, whereby
ratepayers bear the additional costs of incremental capital additions without receiving the
corresponding benefit of the depreciation expense they are paying.

WHAT DO YOU RECOMMEND?

The fact that NW Natural did not include its full capital forecast in the ARM capital forecast is
not a valid reason for excluding all accumulated depreciation on existing plant from the
revenue requirement calculation. If the purpose of the calculation is to limit the ARM revenue
analysis to discrete major projects, it is also necessary to apply a consistent assumption

regarding the accumulated depreciation accrued for similar projects placed into service before

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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the ARM forecast period. The way I recommend handling accumulated depreciation is to
prorate the additional accumulated depreciation from existing plant in service based on the
proportion of total capital that is included in the ARM. In other words, since NW Natural is
considering 51.2% of its total capital additions in the ARM forecast period in its incremental
revenue calculation, I recommend that 51.2% of the incremental accumulated depreciation also

be reflected in the revenue calculation.

WHAT IS THE IMPACT OF THAT APPROACH?

With respect to the non-IT projects, this recommendation results in $67,079,508 of incremental
accumulated depreciation. The corresponding impact of that incremental accumulated

depreciation on the revenue calculation is a reduction of approximately $6,135,892.

IV.  COOS COUNTY PIPELINE

PLEASE PROVIDE SOME BACKGROUND ON THE COOS COUNTY PIPELINE.

The Coos County Pipeline was built pursuant to legislation enacted in the 1990s, which
authorized the county to construct the pipeline so that it could interconnect with NW Natural’s
gas distribution system. At the time, the pipeline was not economically feasible, absent
construction and financing by the county, and partial funding by the state. Accordingly, the
county built the pipeline, and NW Natural operated it together with the local distribution
system in the Coos County area. For ratemaking purposes, the pipeline itself was not included
in rates, although the costs of operating the pipeline was reflected in rates, along with a
separate surcharge imposed on customers in the Coos County distribution area.

WHY IS NW NATURAL PROPOSING TO PURCHASE THE PIPELINE?

Following difficult weather and geotechnical conditions, the pipeline will require major

retrofits in order to operate safely, and Coos County lacks the ability to complete those

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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retrofits. There is approximately $10 million in landslide prevention work needed to assure
pipeline integrity and to maintain safe and reliable service for Coos County residents.
Accordingly, the county has agreed to transfer ownership of the pipeline to NW Natural, for
$1.00 , after which NW Natural will be responsible for completing the necessary retrofits and
operating and maintaining the pipeline going forward.

WHAT HAS NW NATURAL PROPOSED WITH RESPECT TO THIS CHANGE?

As a result of the change NW Natural plans to treat customers in the Coos County area as
ordinary distribution system customers and roll them into the main system. This will result in
the termination of Schedule 160.

DOES AWEC SUPPORT NW NATURAL ASSUMING OWNERSHIP OF THE
PIPELINE?

Generally, yes. Coos county is transferring the pipeline for $1.00, after which it will be owned
and operated by NW Natural. Absent making the necessary safety upgrades, customers in the
area will not have access to safe and reliable service. While AWEC is concerned with the cost
of the upgrades, it is important to ensure that customers in the Coos County area have access to
safe and reliable energy supplies.

DO YOU SUPPORT NW NATURAL CANCELLING THE SCHEDULE 160
SURCHARGE AT THIS TIME?

No. Customers in the Coos County distribution area are in a difficult position. The issues
surrounding the pipeline are outside of their control, and they should not be unduly penalized
for the problems that have arisen. At the same time, it is important to recognize the pipeline’s
unique history and Coos County’s original commitment to fund it. While it would be
inappropriate to harm those customers, it would be equally inappropriate to reduce their rates

in response to the issues surrounding the pipeline. Eliminating Schedule 160 would require

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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other customers to subsidize the rates for Coos County residents. Accordingly, AWEC

recommends that the Schedule 160 surcharge be retained for the time being.

DOES THIS CONCLUDE YOUR OPENING TESTIMONY?

Yes.

UG 527 and UG 528 — Opening Testimony of Bradley G. Mullins (Redacted)
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