1 BEFORE THE PUBLIC UTILITY COMMISSION
2 OF OREGON
3 UG 221
4 In the Matter of
S NORTHWEST NATURAL GAS STAFF POST-HEARING BRIEF
6 COMPANY, dba NW NATURAL,
7 Request for a General Rate Revision
8 |I. INTRODUCTION
9 Based upon two partial stipulations, only five contested issues remain in thisgimgcee
10 (cost of capital, environmental remediation, pensions, state taxes, and prudency of
11 mid-Willamette feeder projects). In determining the merits of theirenggfive issues, the
12 Public Utility Commission of Oregon (Commission) should view ratemaking ioalilst and
13 consider the end result. While the Commission should set rates designed to allomelstort
14 Natural Gas Company (NW Natural or Company) the opportunity to recover reasonabl
15 expenses and earn a reasonable return on investment that serves customers., idmxbeer
16 end result that matters:
17 “Under the statutory standard of ‘just and reasonable’ it is the resuliecdaot
the method employed which is controlling. It is not theory but the impact of the
18 rate order which counts. If the total effect of the rate order cannot be said to be
unjust and unreasonable, judicial inquiry * * * is at an end. The fact that the
19 method employed to reach that results may contain infirmities is not then
important.”
20
21 The United States Supreme Court reaffirmed the premise that ratensakoigtic and
22 related to the end result:
23 “The economic judgments required in rate proceedings are often hopelessly
complex and do not admit to a single correct result. The Constitution is not
24 designed to arbitrate these economic niceties. Errors to the detriment oftgne par
may well be canceled out by countervailing errors or allowances in anothef part
25 the rate proceeding. The constitution protects the utility from the net effdet
26 ]

Federal Power Commission v. Hope Natural Gas Pipe®8®, US 591 (1944), at 602.
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rate order on its property. Inconsistences in one aspect of the methodology have

1 no constitutional effect of the utility’s property if they are compensated by

) countervailing facts in some other respéct.”

3 The Public Utility Commission of Oregon Staff (Staff) submits that imisarative to

4 consider traditional ratemaking and the end result when deciding these reriaaisgues.

5 From the very beginning of this rate proceeding, Staff testified that Ineraation of

6 decoupling and WARM, which were set to expire October 30, 2012 (the day beforeeffect

7 rates in this case), were the drivers to file a general rate procéefiimghermore, Staff noted

8 that between rate cases NW Natural had actually improved earnings ewgpiressed

9 economy’
10 Pursuant to the settlement in principle and pending partial stipulation, the papiest
11 continuation of decoupling and Weather Adjusted Recovery Mechanism (WARM), laswel
12 favorable regulatory lag reducing programs such as the System Intaggram (SIP) and
13 Purchased Gas Adjustment mechanism (PGA). In spite of the settlementeodrihess of the
14 rate proceeding, NW Natural continues to argue for an unsupported return on eQ#y (R
15 based upon additional risk, yet another risk reducing automatic adjustment olause f
16 environmental remediation, as well as collection of out-of-period expenses for peinieal st
17 had generally earned more than its authorized ROE. Fundamental to the Commissisios deci
18 in this case on the remaining issues are consideration of the holistic natatentdking - the
19 risk of NW Natural and whether or not they should be allowed to include expenses going-
20 forward for expenses paid during past periods when its earnings wete solid
21 1l. STANDARD OF REVIEW
22 ORS 757.210(1)(a) makes it clear that the “utility shall bear the burden ofrghihat
23 the rate or schedule of rates proposed to be established or increased or chang@dsisaind
24 reasonable.”See als®RS 756.040(1). Over the years, the Commission has clarified what it
25

> Duquesne Light Co. v. Barasct88 US 299 (1989).
26 3 SeeStaff/200; Johnson/2 line 11 through Johnson/3, line 16.
SeeStaff/200; Johnson/3 line 17 through Johnson/4, line 4.
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26

means for the utility to bear the burden of demonstrating its rates rajesaand reasonable.

The Commission directly addressed the standard in ORS 757.210(1)(a) when it stated tha

The burden of showing that the proposed rate is just and reasonable is borne by
the utility throughout the proceeding. Thus, if PGE makes a proposed change that
is disputed by another party, PGE still has the burden to show, by a
preponderance of the evidence, that the change is just and reasonable. tbit fails
meet that burden, either because the opposing party presented compelling
evidence in opposition to the proposal, or because PGE failed to present
compelling information in the first place, then PGE does not prevail.

The Commission has also noted that “[a]lthough the burden of production shifts, the
burden of persuasion is always on the utilfty. The Commission has also stated that “[t]he
ultimate burden of producing enough evidence to support its claims is also withity& Utin
total, NW Natural retains the burden of persuasion and production throughout the praoceeding

Finally and as discussed above, Staff notes that NW Natural’s burden is to dateonstr
that overall rates are fair, just and reasonable. Thus, the Company hasdredban show
each adjustment is fair, just and reasonable. The Company also has the burden twatemons
that the overall results are fair, just and reasonable. Because of the tymehahisms and
relief the Company already has in place, in addition to the new ones requestedpatriantrto
consider the holistic nature of ratemaking in determining what is fair, juseasdmable.

These standards are so well established through Commission orders that @tadbass
that NW Natural agrees that it has the burden of persuasion and production throughout the
proceeding. However, NW Natural did not discuss the overall standard of revievopeiting
brief. In the event that NW Natural suggests it does not agree it retains the diupeesuasion
and production throughout this proceeding, Staff will further comment on the standevitof
in its reply brief.

I
I

> Docket UE 115, Order No. 01-777 at 6.
Docket UE 228, Order No. 11-432.
Docket UE 196, Order No. 09-046 at 7

Page3 - STAFF POST-HEARING BRIEF — UG 221
JWJ/nal: #3634989-v1

Department of Justice
1162 Court Street NE
Salem, OR 97301-4096
Telephone: (503) 947-4342 Fax: (503) 378-3784



© 00 N o o -~ wWw N Pk

N N N N NN P P R R R R R R R
a N W N P O © 0 N o o0 M W N kP O

26

[11.  COST OF CAPITAL

Staff recommends in rebuttal testimony an ROE of 9.4 percemt §1&percent to 9.5
percent range of ROE values recommended for the Commission’s catisitf®NW Natural’s
surrebuttal testimony requests an ROE of 10.0 percent and recomanaarge of ROE values
from 9.4 percent to 10.1 percént.

Staff witness Mr. Steven Storm bases his ROE recommendations on resultsdobtaine
using two multistage (three-stage) DCF models and three estimabegdefm growth in
dividends for the peer utilities to NW Natural used by Staff in each of the twoni@Els; i.e.,
Staff's results are from a total of six combinations of multistagé B@dels and long-term
growth rates?®

NW Natural withess Dr. Samuel Hadaway uses a single-stage, or “constatit’"gDCF
model with two alternative growth rates. Dr. Hadaway’s constant growthrb@lel provides
both the extreme low (9.4 percent) and the extreme high (10.1 percent) adtiseSndicated
DCF range*! of ROE values in surrebuttal testimony. Dr. Hadaway uses a multistage (t
stage) DCF model with one long-term growth rate, which provides a result of Sentpierc
both average (mean) and median values in his surrebuttal testifmony.

1. The Multistage DCF Models Used by NW Natural and Staff Produce |deRisallts

Exhibits in Staff's rebuttal testimony include, for each of Mr. Storm tultistage
DCF models, a variant using Dr. Hadaway’s 5.7 percent annual rate of longrtevth o
dividends?® to enable comparisons of results using such a high growth rate in the parties’

multistage DCF modef8.Not otherwise used by Mr. Storm, the results of using Dr. Hadaway’s

®  SeeExhibit Staff/2200; Storm/3.
®  Seee.g., Exhibit NWN/3200; Hadaway/3.
10 seeExhibit Staff/2201; Storm/1 through Storm/6.
11 Exhibit NWN/3200; Hadaway/5.
12 SeeExhibit NWN/3202; Hadaway/4.
13 SeeExhibits Staff/2201; Storm/7 and Storm/8. Dr. Hadaway used 5.7 percent in his rebuttal
” testimony;SeeExhibit NWN/2106; Hadaway/4.
SeeExhibit Staff/2201 Storm/7 and Storm/8.
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5.7 percent long-term growth rate in Staff’'s first multistage DCF inddiedel 1) are 9.8

percent (average and median) for Mr. Storm’s peer utilities and 9.6 perceap&vand 9.7

percent (medianfpr Dr. Hadaway'’s peer utilities. The results of using Dr. Hadawayg-term

growth rate in Staff’'s second multistage DCF model are 9.8 percentdayarad 9.9 percent
(median) for Mr. Storm’s peer utilities and 9.6 percent (average and medi&n) tdadaway’s
peer utilities. These values compare with Dr. Hadaway’s multistagenddclél's estimated
ROE values of 9.8 percent (average) and 9.9 percent (median) in his rebuttal testimony
Differences in the ROE estimates between Mr. Storm’s results (9.6 pavezage) and
Dr. Hadaway's results (9.8 percent average) in their respective rdbsttalonies using the
same peer utilities, are largely due to “timing;” i.e., differences in thé& gtome and, to a much
lesser extent, dividends used for the same peer utility between the two vetidesean be
clearly seen in Table 13 of Exhibit Staff/1300; Storm/74, where an update to dxwhlgs
prices (and dividendsysing Dr. Hadaway’s multistage DCF model and peer utilifgeeduced
an average ROE of 9.6 percent, a reduction of 40 basis points from Dr. Hadaway’s d€n0 per
average ROE resuft.Using Dr. Hadaway's peer utilities in each of Mr. Storm’s two multistage
DCF models with the 5.8 percent growth rate used in Dr. Hadaway’s opening testenolty
in the same 9.6 percent average R®OE
In other words, using Dr. Hadaway'’s long-term growth rate in Mr. Storm’sistage
models with Dr. Hadaway's peer utilities and the same stock prices and dividerdsh
results in estimated ROEs (9.6 percent average) identical to that obtamg®udiadaway’s

multistage DCE’

15 seeExhibit NWN/504; Hadaway/4.

6 SeealsoExhibit Staff/1304; Storm/5-6.

17 SeealsoTable 3 at Exhibit/Staff/2200; Storm/18, where using Mr. Storm’s two rtagés
DCF models with Dr. Hadaway'’s 5.7 percent long-term growth rate resudtserage
estimated ROEs of 9.8 percent in both Model 1 and Model 2, which is identical to the 9.8
percent average result Dr. Hadaway obtains with a 5.7 percent long-terth gatavin his
two-stage DCF model at Exhibit NWN/2106; Hadaway/4.
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This outcome, of identical estimated ROE results using Dr. Hadaway’s longgtewth
rate and peer utilities in Mr. Storm’s multistage DCF models as compatre®rmwHadaway's
multistage DCF model results, confirms that the two witnesses’ diffepgmbaches in this
proceeding to developing ROE estimates using multistage DCF models, othéraba
methodologies related to long-term growth rates, collectively provide fentsty the same
results. Both Dr. Hadaway (“...[w]ith respect to our analytical models, in the Cssiom’s
preferred multi-stage DCF approach, the only substantive difference in dyticahaesults
stems from the alternative long-term growth rates in GBRiHd Mr. Storm (“To be clear, my
models replicate Dr. Hadaway’s multistage DCF model’s results Whesm Dr. Hadaway's
assumptions”) acknowledge this outcofe.

2. Methodologies Used by Staff are Sound and Well-supported

Mr. Storm bases his ROE recommendations in Staff's rebuttal testimohg oesults of
his two multistage DCF models (“Model 1” and “Model 2”), using three differstmhated
long-term dividend growth rates applied to the 30-year stage 3 period 2023 through the second
quarter of 2052. The period through 2017 (“stage 1") uses Value Line’s estimated difidends
and the period 2018 through 2022 (“stage 2”) uses growth rates that converge from thesk impli
by Value Line’s estimated dividends to Mr. Storm’s long-term estimai2@ @owth rates.

Mr. Storm uses Model 2 to “incorporate the fact that most companies have estimates of
EPS [earnings per share] and future dividends growing at different rates. itNdibnly

dividends the investor receives until he or she sells the stock, using EPS growing onta separa

18 Exhibit NWN/2100; Hadaway/12.

Exhibit Staff/2200; Storm/Seealso Exhibit Staff/2200; Storm/9, including Table 2 and
that“[m]y DCF models, using the 5.7 percent long-term growth rate used by Dwhlada
[in his rebuttal testimony], provide[s] exactly the same 9.8 — 9.9 percent reshits a
multistage DCF model; i.e., the difference between these results [in2Jablentirely due
to his use of an unsupportable growth rate of 5.7 percent.”

This applies to both Mr. Storm’s Model 1 and Modeb@edescriptions of Mr. Storm’s two
multistage DCF models at Exhibit Staff/1300; Storm/57 through Storm/60 and Exhibit
Staff/2200; Storm/10-18.

20
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trajectory than dividends provides the foundation for an alternative means of termina

valuation.”!

Model 2 uses Value Line estimates for EPS as well as dividends for “stage 1.”
The two multistage DCF models Mr. Storm uses in his rebuttal testimony inatapor
cash flows at a quarterly frequency, versus the annual frequency of his DCIE maening
testimony and Dr. Hadaway’s multistage DCF model in his opening testimonytatebut
testimony, and surrebuttal testimoffyThis approach provides “greater precision as to the timing
of dividend increases and more closely represents the timing of an investeips oéstock
dividends on a quarterly basi€In other words, Mr. Storm’s quarterly multistage DCF models
closely model actual dividend payments by a peer utility in that each modedsesrthe dollar
amount of quarterly dividend by the annual rate of growth once each year in the gaeiter
peer utility has historically increased its dividend. This replicates theegly timing of
dividend receipt by investors, with the dollar amount changing in the quarter eachilggdras
historically changed its dividend.
Mr. Storm incorporates an explicit adjustment to ROE for each peer utilggitat
structure which differs from the 50 percent common equity 50 percent long-term debt gropose
by NW Natural. This adjustment reflects the Commission’s reasoning in otheegiogs that,
all else being equal, a relatively higher (lower) proportion of common equity impitalc
structure serves to decrease (increase) returns required by investonsywatrants an
adjustment to ROE for each peer utility having a capital structure thatsdiiféhe proportion
represented by common equity from that of the base (or target) tftiliteach of Mr. Storm’s

multistage DCF models this results ingwardadjustment to the average ROE, as his peer

2L SeeExhibit Staff/1300; Storm/59 lines 11-15 and generally Storm/58 through Storm/60,

including footnotesSeealso, in Docket No. 233, Staff's discussion of the motivation for

and approach used with Model 2 at Exhibit Staff/800; Storm/57 through Storm/70.

Staff used the quarterly frequency approach in a prior proce&#rgn Docket No. UE

246, Exhibit Staff/200; Storm/7-8.

23 SeeExhibit Staff/2200; Storm/10. Publicly traded U.S. corporations pay regular dividends
predominantly on a quarterly basis.

24 Seee.g., Order No. 01-777 at 36 in Docket No. UE 115.

22
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utilities are, on average, more “equity rich” than a 50 percent common equity 50 pengent
term debt capital structuf@.

The use of estimated nominal GDP growth rates by Mr. Storm in stage 3 of éash of
multistage DCF models for the growth rate in dividends is a conservative appradhahit
likely overstates long-term dividend growth rates and, therefore, esiiR@ESs*® Retail
natural gas expenditures, which are natural gas local distribution utigieues, have
declined as a percent of nominal GDP over the 30-year period since 1982. This means the
aggregate revenue of natural gas utilities has grown at a slower rateothaal GDP over the
30-year period since 1982. The Energy Information Administration (EIA) of the U.S
Department of Energy forecasts that retail natural gas expenditiliresntinue to decline as a
percent of nominal GDP over the agency’s forecast horizon through 2035. Both the historical
(last 30 years) fact of slower than nominal GDP rates of growth and El&'safstrof continued
decline in retail natural gas expenditures as a percent of nominal GDP through 203%5cieel d
in Figure 9 of Mr. Storm’s opening testimofiy? Revenues growing more slowly than nominal
GDP implies, over a period of sufficient length, EPS and dividends growing more shamly
nominal GDP and, therefore estimated ROEs that are lower than those obtainestusiatpd
long-term nominal GDP growth rates as a long-term growth rate for dividendsultistage

DCF models.

25 SeeExhibits Staff/1304 and Staff/2201. Staff has used the Hamada equation in proceedings

other than the one at harke e.g., the Errata filing of Exhibit Staff/800 Storm/55,
including footnotes 116 through 120.
26 Exhibit Staff/1300; Storm/62-63.
27 SeeFigure 9 at Exhibit Staff/1300; Storm/63, including footnote 89. Note that the figure is
of a 3-year moving average, which “peaked” in 1984. Examination of the underlyang da
provides the actual “peak” on an annual basis was in 1982.
Staff has discussed this result of slower than nominal GDP rates of histoddarecasted
growth in prior proceedings in the context of developing ROE estimates farcelgdities.
Seege.qg., the Errata filing of Exhibit Staff/800; Storm/35 through Storm/4&)diny
footnotes, in Docket No. 233.
This is true for EPS as well as for dividends in Mr. Storm’s multistage DCFIMode

28

29
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3. Staff Uses Robust Long-term Growth Rates Including Averages of Publishgeterm
GDP Forecasts from Multiple Credible Institutions

Mr. Storm uses two different methods in his rebuttal testimony for developintpéssi
of nominal GDP growth rates applicable in his multistage DCF models te 3828 through
second quarter 2052. The first averages the most recent estfroétesminal GDP growth rates
from the Blue Chip Consensus, the Congressional Budget Office (CBO), they Emfergnhation
Administration (EIA), the Office of Management and Budget (OMB), and th&alS®ecurity
Administration (SSA); i.e., this growth rate is an average of five fstegadependently
developed by credible institutions from both the private (Blue Chip Consensusjngftaet
consensus forecasts of over 50 top business economists in the privafe)sewqsublic
sectors. In each case, Mr. Storm uses the organization’s nominal GDP grewtreeast for
the period most closely matching the years to which the long-term nominal @& gate is
applied (2023 through 2052) in his two multistage DCF motddike average of these estimated
annual rates of long-term nominal GDP growth is 4.51 percent.

Mr. Storm bases his second nominal GDP growth rate on his analysis of histaacal da
He decomposes future GDP growth into two separate parts: growth in real ecantwitig and
inflation. Mr. Storm develops forecasts of these separately so as to facimalerstanding
regarding whether it is the real growth rate or the inflation rate respofwilale anomalous-
appearing nominal raté>This approach also allows using a rate of future inflation expected by
participants in financial markets; i.e., a forward-looking, “real-world” irdlaforecast “made”

by actual investors. Dr. Hadaway asserts that “most econometric tsracaslerived from the

30 These are the most recent estimates available to Staff at the timeivr v8ote his

rebuttal testimony.

Seee.g., at

http://www.aspenpublishers.com/product.asp?catalog name=Aspen&product id=SS019346
00&cookie%5Ftest=1

32 'SeeExhibit Staff/2200; Storm/13 through Storm/14.

33 Exhibit Staff/2200; Storm/17.

31
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1 trending of historical data or the use of weighted averatjesStaff uses the former, while Dr.

2 Hadaway uses an ad hoc approach in developing the later.

3 Mr. Storm uses ordinary least squares (OLS) regression analysis to degei@mdhi

4 model for real GDP in rebuttal testimony, incorporating the findings ohteesearch that a

5 structural break occurred in U.S. real GDP in 1973e uses the same 1951 through 2011

6 historical timeframe used by Dr. Hadaway and uses a standard quantitiégitien (the

7 Schwarz Information Criterion) to determine which of various regression muoelfisations is

8 “better.” As may be verified by visual inspection, his trend model “explairrd’'G®P over the

9 period 1951 through about 2007 quite wélf” This approach results in a 2.96 percent
10 estimated average annual rate of long-term growth in realDP.
11 Mr. Storm applies two inflation rate forecasts to his estimate of longreEahGDP
12 growth based on history, and averages the two results to arrive at an estvegitge annual
13 rate of long-term growth in nominal GDP. The first inflation rate foregsss the TIPS break-
14 even inflation rate approacAused to forecast inflation as measured by the Consumer Price
15 Index (CPI). Mr. Storm’s forecast is not for a period beginning in the firstofdas DCF
16 models, but for the 20-year period beginning in the second quarter of 2023 or approxatnately
17 the beginning of “stage 3” of his multistage DCF models; i.e., it is a fonatedThe TIPS
18 break-even inflation rate analysis results in an estimated 2.33 percemfesarnaal long-term
19 growth rate (inflation rate) in the CBAs the price (inflation rate) index used to convert real
20 GDP to nominal GDP is the GDP Price Deflator and not the CPI, Mr. Storm develops an
21

3 SeeExhibit NWN/500; Hadaway/36.
22 35  geeExhibit Staff/2200; Storm/14-15, including footnotes.
3 SeeFigure 2 in Exhibit Staff/2200; Storm/16.
23 37 Mr. Storm reports standard statistics on his regression model at Exhiti228af
Storm/15 lines 3 — 4.

24 38 Not shown in testimony, 2.33 percent can be reverse-calculated as thefr2siB%
25 39 divided by 91.3%.

SeeExhibit Staff/2200; Storm/11. Staff has used a version this methodology in previous
proceedingsSee e.g., Staff's discussion in the errata filing of Exhibit Staff/800;r8t60-
26 51 in Docket No. UE 233, including footnotes.
%0 SeeTable 4 at Exhibit Staff/2200; Storm/20.
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historical relationship between the two price indices since 1956. His reskavehthat a
reasonable estimate of the historical relationship between the two is thatthge annual rate
of change in the GDP Price Deflator equals 91.3 percent of the average annofathatege in
the CPI* Therefore, the relevant forecast of average annual rate of long-tertiointlaing this
approach is 91.3 percent of 2.33 percent, or 2.13 pertaig.provides a forecast of average
annual long-term nominal GDP growth of 5.15 peréént.

The second inflation rate forecast results from averaging the aaragal long-term
estimated rate of change (“growth rate”) in the GDP Price Deflatecésts made by Blue Chip,
CBO, EIA, OMB, and SSA? This average is 2.11 percent, which provides a 5.13 pé&tcent
estimated average annual long-term nominal GDP growth rate. The 2.11 pesrage
estimate from these organizations of average annual the long-run naflatain, as measured
by the GDP Price Deflator, is essentially identical with the 2.13 peraenbbtained using the
TIPS break-even inflation rate method. The average of the two long-termal@DP growth
rate estimates is 5.14 percént.

The third forecast of the average annual long-term nominal GDP growth riatplisan
average of the other two; i8.an average of 4.51 percent and 5.14 percent, which is
4.83 percent.

Mr. Storm designates his 4.51 percent average annual long-term nominal @& gro
raté’’ as “low growth;” his 5.14 percent growth rate as “high growth;” and his third groveth rat

of 4.83 percent, which is the average of the first two growth rates, as “mogienata.”®

“1 SeeExhibit Staff/2200; Storm/11-12, including Figure 1.
jg This is (1.0296 x 1.0213)-1.
SeeTable 4 of Exhibit Staff/2200; at Storm/20.
* " This is (1.0296 x 1.0211)-1.
% Seee.g., Table 3 of Exhibit Staff/2200; Storm/18
% SeeExhibit Staff/2200; Storm/7.
*" " These values are represented in multiple locations in Exhibit StaftigabtestimonySee
w5 €9 Table 3 at Storm/18.
SeeTable 2 of Exhibit Staff/2200; Storm/9.
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4. Discussion of Certain Facets of NW Natural’'s Prehearing Brief

The use of single-stage, “constant growth” DCF models does not make Dr. Hada®@&y's D

modeling “more robust®

Staff considers the Commission’s reasoning on single-stage DCF models in Docket
No. UE 115 to be eminently reasonable and notes that Dr. Hadaway has not ailymati
“...show[n] that the required industry stability is presefitii fact, considerable portions of his
testimony suggest quite the opposite; i.e., a present and ongoing lack of stabiligyandi
markets generally according to Dr. Hadaway.

Staff’s rebuttal testimony includes an average dividend yield for Sta#tsytgities of
3.9 percent and average annual long-term dividend growth rates of 4.51 percent, 4.83 percent,
and 5.14 percent. These values, by simple addititfdirectly equate to “constant growth” DCF
model estimated ROEs of, respectively, 8.4 percent, 8.7 percent, and 9.0 percent, which value
are rounded to the nearest 10 basis points and in all cases (results of both Models 1 and 2) are
within 10 basis points of Staff's average “unadjusted ROE (IRR)” in columns A of Exhibi
Staff/2201; Storm/1 through Storm/6. Adjusting for divergent capital structurdscassed
above and in Mr. Storm’s testimonyresults in estimated ROEs of 8.9 percent, 9.2 percent, and
9.5 percent, respectively.

Staff recommends the Commission give little weight to the results of Dr. Hgtaw

constant growth DCF models and notes that Dr. Hadaway’s “constant growth” DCF models

49 SeeNW Natural's Prehearing Brief at 5 (“more complete”) and at 6. Dr. Hagaw

thoughts regarding single-stage versus multistage DCF models arelait ExtN/500;
Hadaway/26 lines 15-20, including that “[u]nder circumstances where growsharate
expected to fluctuate or when future growth rates are highly uncertain, frestiR@E
results from] the constant growth model may be questionable”).
0 Seeln Docket No. UE 115, Order No. 01-77 at 27 and NW Natural’s Prehearing Béief at
61 7, including footnote 27.
SeeExhibit Staff/2201.
2 SeeExhibit NWN/500; Hadaway/26, lines 9-14.
3 This is the 50 basis point upward adjustment show in Exhibit Staff/2201.
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1 surrebuttal testimony provide average ROE estimates of 9.6 perceny$tangiowth rates”)
2 and 10.0 percent (“long-term GDP growtH’y®
3 NW Natural is incorrect in stating Mr. Storm used a 5.65 percent annual growith rate
4 the first stage of his multistage DCF mod@I8r. Storm clearly shows thdividendgrowth
5 rates for the first stage of his two multistage DCF models in his opesingtoay average 3.1
6 percent, with the rate for only one peer utility exceeding 3.2 pettiht.Storm clearly shows
7 thedividendgrowth rates for the first stage of his two DCF models in his rebuttahteasfi
8 average 3.1 percent, with the rate for only one peer utility exceeding 3.2 péidenStorm
9 describes this aspect of his methodology in his opening testimony, including thas, tiwo
10 multistage DCF models, “[e]lach model has three stages, in the first of wiseWalue Line’s
11 dividend per share estimaté8and not Value Line’s estimated EPS growth rates. Mr. Storm’s
12 two multistage DCF models appropriately deadendsas cash flows, with the exceptions of the
13 initial cash outflow for purchase of each peer utility’s stock (both Models 1 and 2)eand t
14 terminal valuation at the investment horizon (both Models 1 and 2).
15 Dr. Hadaway's surrebuttal testimony, as cited in the Company’s Pne@&aref on this
16 point® is more nearly correct when carefully read and suitably interpreted. Aagaedin
17 Dr. Hadaway, Mr. Storm “fails to report the similarity between my @bdvth rate forecast and
18 theearnings growth forecasteported in the Value Line data he uses in his DCF motfelgr”
19 Storm describes this aspect of his methodology used in Model 2 in his opening testimony,
20
>4 Exhibit NWN/3202; Hadaway/2-3.
21 55 Exhibit Staff/1300 Storm/73.
0 NW Natural's Prehearing Brief, page 8 lines 11 through 13: “This is the same [5c&5tper
22 growth rate used by Mr. Storm in the first stage of his DCF models.”
" Seee.g. column E of Exhibits Staff/1304 Storm/2.
23 %% geee.g. column E of Exhibits Staff/2201 Storm/2.
9 Exhibit Staff/1300; Storm/57 lines 12-15; emphasis added. Note that the Comgitatios
24 of essentially the same language in its prehearing brief as supportif@oit®ct statement
(footnote 40) is obviously the result of misunderstanding “Value Line’s dividendhpes s
25 estimates.” Staff apologizes for any lack of clarity regardingndisbn between Staff's

phrase and the Company’s phrase “Value Line [EPS] growth rate.”
26 50 SeeNW Natural's Prehearing Brief at 8, footnotes 39 and 40.
1 Exhibit NWN/3200; Hadaway/10 lines 1 through 4; emphasis added.
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including that “I estimate the 2042 EPS analogously with methods used to estinid2he
dividend in both models; i.ebased on Value Line estimateswhich multiple growth rates are
sequentially applied®® As EPS estimates only apply in Model 2, Dr. Hadaway’s use of the
plural “DCFmodels can logically only refer to Model 2 as used with different inputs and
parameters in Mr. Storm’s opening and rebuttal testimonies; i.e., Dr. Hadastatgisient has
no applicability to Mr. Storm’s Model 1 whatsoever.

Mr. Storm shows in his opening testimony EieSgrowth rates for the first stage of his
DCF Model 2 average 5.4 percent, with two peer utilities at or above 7.7 percent andehree pe
utilities at or below 3.6 perceftMr. Storm clearly shows in his rebuttal testimony ERS
growth rates for the first stage of his DCF Model 2 average 5.7 percent, withtilitves above
4.2 percent and two utilities below 4.2 perc¥reresumably this is what Dr. Hadaway means,
although others may interpret his statement that “...the earnings growthdteeeported in the
Value Line data he uses in his DCF models” in some different way. Arguably, anargdat
Dr. Hadaway's assertion, Mr. Storm did report the similarity to whiciHadaway refers: his
exhibits clearly show higrowth rate for both his EPS and dividend growth in stage 1 of his
multistage DCF model¥d/iewers of these exhibits can assess the similarity of Mr. Storm’s 5.4
percent and 5.7 percent EPS growth rates with the 5.7 percent dividend growth rate in Dr.
Hadaway'’s rebuttal testimony.

Dr. Hadaway's remark that “[i]n this context, had Mr. Storm simply extenide Value
Line growth rate into the later years of his models, rather than replaeingate with his lower
GDP growth estimates, his results would have been more like mine than the 9.4Ipercent

recommends® is anon sequituiof the affirming the consequent fofth. First, by “Value Line

%2 Exhibit Staff/1300; Storm/59 lines 6 through 9; emphasis added.

%3 Seecolumns D of Exhibits Staff/1304; Storm/1 through Storm/6.

®4  Seecolumns D of Exhibits Staff/2201; Storm/1 through Storm/6.

%5 Exhibit NWN/3200; Hadaway/10 lines 4 through 7.

®  Staff acknowledges that using higher growth rates for EPS in stages 2 alld. Btdrm’s
Model 2 multistage DCF model will result in higher estimated ROEs, allbalsg equal.
On this narrow basis Dr. Hadaway is correct: in that, as his ROEs are byelmglagr than
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growth rate “Dr. Hadaway is, in context, either referring to eithéud/hine’sestimated EPS
growth rateover some future period, or te#Sgrowth rate derived from Value Line’s dollar
valueestimates of EP®r some future period5(the two are not always equival&and Mr.
Storm uses the latter approach, as discussed above); i.e., Dr. Hadaway ignivog tef&’alue
Line’s estimated dividend growth rateor to Value Line’s dollar valuestimates of future
dividends It is dividendsthat are all cash flows in discounted dividend multistage DCF models
such as those used both by Dr. Hadaway and Mr. Storm, other than the initial cashfoutflow
purchase of each peer utility’s stock (both Mr. Storm’s Models 1 and 2 and Dr. Haglaway’
multistage DCF model) and the terminal valuation at the end of the investmeonhami¥r.
Storm’s Model 2; discussion of Dr. Hadaway’s approach vis-a-vis terwatztion in his
multistage DCF model is beloW). Staff believes dividend growth rates apply to dividends and
EPS growth rates apply to EPS and the two rates are often different fovanygmpany (as
are reflected in the averages in the discussion alidve).

As Staff understands Dr. Hadaway to be using “Value Line [EPS] growthimaties first
sense above, this constitutes tlom sequiturin that Mr. Storm did not use these anywhere in his
DCF models, instead using Value Line’s estimated dollar values of EPS in his Made

discussed above. Therefore there was nothing to “extend.”

Mr. Storm’s, the use of higher growth rates by Mr. Storm, whether for dividends (Models
and 2) or EPS (Model 2) and all else being equal, serves to increase theedgbeea

utilities’ ROEs individually and on average.

Value Line provides both growth rates over a specified future period ancitestiof dollar
values for, typically, the current year, the following year, and the avefdlygese future

years. Mr. Storm discusses his methodology on this point at Exhibit Staff/130®7%tor
line 14 through Storm/58 line 2.

Value Line “rounds” the estimated growth rates over future periods to tresheae-half
(0.5) percentSeeexamples of this in columns 4 of Exhibits NWN/504; Hadaway/2,
NWN/2106; Hadaway/2, and NWN/3202; Hadaway/2.

jz SeeExhibit Staff/1300; Storm/59 lines 13-15.

67

68

filing of Exhibit Staff/800; Storm/57-66. The important point is that corporations dosgot
a simple “fixed” or constant payout ratio, because dividends and EPS do not grow at the
same rate in the same period and they want a “smooth” payout in dollars.
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1 Mr. Storm uses three average annual long-term nominal GDP growthrr&iissopening
2 testimony to forecast stage 3 dividends for each peer utility, not two abistdte Company’s
3 Prehearing Brief! These rates are 4.96 percent, 5.43 percent, and Dr. Hadaway’s 5.8 percent.
4  Mr. Storm uses the third of these growth rates—Dr. Hadaway'’s 5.8 percent—jyrifoar
5 illustrative purposes’ Therefore the estimated average annual long-term nominal GDP rate of
6 growth Mr. Storm uses in his opening testimony in support of his recommended ROE of 9.2
7 percent averaged 5.20 percent. Mr. Storm’s rebuttal testimony also provided threal (@D
8 growth rate forecasts: 4.51 percent, 4.83 percent, and 5.14 pér€arte average 4.83 percent
9 and Mr. Storm used all three in support of the 9.4 percent ROE recommended in his rebuttal
10 testimony.
11 Mr. Storm made several well-documented changes in his methodologies\aéetirg
12 Dr. Hadaway’s rebuttal testimor$/some of which impacted his estimated nominal GDP growth
13 rates. Each methodological change made between Mr. Storm’s opening tesimddmyg
14 rebuttal testimony serves to make his ROE analysis more robust.
15 Table 3 of Mr. Storm’s rebuttal testimony clearly shows that the nominal GiRIg
16 rate used by Mr. Storm in his rebuttal testimony that results in estimatéd/&@s most
17 similar to his recommended 9.4 percent ROE (9.3/9.4 percent and 9.4/9.5 percent for the
18 average/median values, respectively, for Models 1 and 2, respectively) iswhk gate entirely
19 based on historical data for its real growth rate compdridut. Storm also includes in his
20 rebuttal testimony a table, repeated below, decomposing the various estinhatgstefm
21
22
23
24 71 «gtaff also used GDP data in two of the three different growth rates...” NW RNatura
Prehearing Brief page 7, lines 11-19 and Exhibit Staff/1300 Storm/60 through Storm/62.
25 72 geeExhibit Staff/1300; Storm/61.

3 Seee.g., Table 3 at Exhibit Staff/2200; Storm/18.
26 ™ geeExhibit Staff/2200; Storm/10 through Storm/19.
> SeeTable 3 of Exhibit Staff/2200; Storm/18.
Pagel6 - STAFF POST-HEARING BRIEF — UG 221
IWJ/nal: #3634989-v1

Department of Justice
1162 Court Street NE
Salem, OR 97301-4096
Telephone: (503) 947-4342 Fax: (503) 378-3784



1 growth rates in nominal GDP into estimates of the long-term growth ratal iG D& (without

2

inflation) and estimates of long-term rates of inflation as measured 0RePrice Deflatof®

3 Table4 of Exhibit Staff/2200

4

© 00 ~N o O

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

GDP Price| Nominal
Source Real GDP| Inflator GDP
Blue Chip Consensus 2.5% 2.1% 4.65%
CBO 2.15% 2.2% 4.4%
EIA 2.56% 2.06% 4.67%
OMB 2.46% 1.8% 4.3%
SSA 2.1% 2.4% 4.55%
Historical (Staff) 2.96% 2.13% 5.15%
Average of estimates used by 2 45% 2 11% 4.62%
Staff
Hadaway (UG 221 Rebuttal) 2.62% 3.0% 5.7%
Hag:laway vs. average of other +0.17% +0.89% +1.08%
estimates

As can be seen in this table, the 5.7 percent growth rate Dr. Hadaway useshattas re
testimony in one of his constant growth DCF models and in his multistage DCF randd ¢
decomposed into a 2.62 percent average annual growth rate in real GDP and a 3.0 percent
inflation rate (average annual rate of change in the GDP Price Deflatich wate of inflation is
shown in Dr. Hadaway’s rebuttal testimony at Exhibit NWN/2105. In other words, Dr
Hadaway’s 5.7 percent weighted average estimated annual long-term nomihgr&ih rate

embeds a 3.0 percent weighted average estimated annual long-term ratéaf if@ameasured

®  geeTable 4 of Exhibit Staff/2200; Storm/20. Mr. Storm uses the terms “GDP Rflatol”
and “GDP Price Deflator” interchangeab8eeadditional information regarding GDP price
indices atttp://www.bea.gov/national/nipaweb/NIPAHelp.htm
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by the GDP Price Deflator) and a 2.62 percent weighted average estiraateiaf long-term
rate of growth in real GDP. Mr. Storm’s estimated real GDP growttbesged upon history of
2.96 percenéxceed®r. Hadaway's 2.62 percent estimate by 34 basis points.

This means that over 100 percent of the 56 basis point difference (“more than all,” or 90
basis point§) between Dr. Hadaway’s 5.7 percent growth rate and Mr. Storm’s 5.14 percent
growth rate is due to the witnesses’ different estimates of futuréamfland not on their views
with respect to growth in real economic activity. Mr. Storm’s 2.96 percamagstof the long-
term growth rate in real GDP, which results in his recommended 9.4 perceneR@EdDr.
Hadaway’s embedded but easily computed 2.62 percent estimate of the lomggewethnrate in
real GDP. If the witnesses shared the same view of future inflation, Mm'Stestimated ROE
using his historical GDP growth rate wouldhigherthan Dr. Hadaway's estimated ROE.

Between Mr. Storm’s opening and rebuttal testimony, and after reviewingadaway’s
rebuttal testimony, Mr. Storm’s average long-term growth rate basedtonyueclined by 37
basis pointswhile his recommended RQO&creased by 20 basis poiniBhe 37 basis point
decline was largely a result of changes in the inflation forecast stedudgt Dr. Hadaway's
rebuttal testimony. In Table 8 of Exhibit Staff/1300; Storm/62 the inflatiorussd in the
growth rate based on history is 2.44 percent. In Staff's rebuttal testimeg,13 percent, or a
reduction of 31 basis points, 20 of whithre the result of Staff reviewing Dr. Hadaway’s
rebuttal testimony. It is not clear to Staff why the Company takes isgh this.

The Company’s Prehearing Brief includes that “Dr. Hadaway’s use of weigbhg-
term historical data for his forecast growth rate is consistent with theatilen of most

econometric forecast$® Mr. Storm’s use of regression-based trend analysis to estimate an

" Thisis (5.7 — 5.14) - (2.62 — 2.96), or 0.90 percent, or 90 basis points.

8 Staff's TIPS break-even rate inflation in opening testimony is 2.44 pendrin rebuttal
testimony is 2.33, or a reduction of 11 basis points reduced expectation of futurenraftat
measured by the CPIl. The remaining change of 20 basis points, from 2.33 percent to 2.13
percent, is the result of the conversion from CPI to GDP Price Deflator.

9 At page 8.
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average annual long-term growth rate in real GDP is an econometgadgralbeit a very
simple one.

NW Natural asserts in the Company’s Prehearing brief that:

“Staff's analysis fails to consider the government’s ongoing interventitrein
capital markets. Instead, Staff mechanically ran the traditionatseglwithout

any consideration of current market conditions. Had Staff considered the current
market £(g:oonditions in its analysis, the results would have been significantly
higher.’

The Company'’s assertion that “Staff's analysis fails to consider...isgaken. Staftlid
consider “current market conditiof§'(including “current market conditions” as reflective of
“the government’s ongoing intervention...”), the results of which in Mr. Storm incatg®into
his recommendations. The related assertion that “[h]ad Staff considerenirdra market
conditions in its analysis, the results would have been significantly higheseafg@nother
logical fallacy. Mr. Storndid consider “the current market conditionghich considerations
are incorporated into Staff's recommendatiptigerefore it is not possible that his “...results
would have been significantly higher.” Presumably assertions by the Comuhhy Br.
Hadaway on this poift stem from the fact that Mr. Storm arrives at a different conclusion than

does Dr. Hadaway.

80 At page 9; footnotes present in the original are omitted.

Seege.q., in Exhibit Staff/1300; Storm/58 lines 14 — 19; Storm/59 lines 4 — 7; Storm/71 lines
10 — 12, including footnote 95; Storm/80 line 6 through Storm/81 line 3; and, in Exhibit
Staff/2200, Storm/8 lines 11 — 15; Storm/9 line 9 through Storm/10 line 7, including that
“...[tlhese risks are unforeseen by both me and by the market at this time”/Bitdimes 9
—15; Storm/17 lines 6 — 8 and 15 - 21; Storm/21 lines 11 — 17; Storm/23 line 1 through
Storm/24 line 18; and Storm/25 line 14 through Storm/34 line 16, including footndedO.

in particular Exhibit Staff/2200; Storm/26 line 5 through Storm/27 line 15; Storm/28 line 14
through Storm/31 line 12; Figure 3 at Staff/2200 Storm/30; and Figure 4 at Staff/2200;
Storm/32. The careful reader of cost of equity testimony in this docket willuma®r.

Storm’s consideration of “current market conditions” is more quantitative than Dr
Hadaway’s and the results of his consideration more closely integrated int@alysisathan

is true of Dr. Hadaway'’s analysis.

The Company’s Prehearing brief at 9 provides citations regarding tisestas by Dr.
Hadaway Seein particular Exhibit NWN/3200; Hadaway/9.

82
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The Company asserts that Dr. Hadaway demonstrates the appropriatea@sROE'in
the upper end of his DCF range...in his alternative approach to Staff's Multi3@ige
model...,” further asserting that “[ijnstead of lengthening the time horizon of thel modér.
Storm proposed in his rebuttal testimony, Dr. Hadaway shortenethdr®accurately capture
current market condition®® Reducing the investment horizon is a novel approach to “more
accurately capture current market conditions” and Dr. Hadaway provideplanation of why
this approach does so or the extent to which it does, other than offering that “[ijn nonopse
of a shorter time horizon increases the accuracy of the andlysis.”

Computation of a terminal value in 2016, after a four-year investment horizon, makes the
terminal value a very large portion of the current valuation (the stock .pilre Hadaway does
not provide this information, but simply looking at the averages in Exhibit NWN/3202
Hadaway/5 suggests that his average terminal value of $54.11 in column 35 is applp@tnate
percent of the (undiscounted) $59.41 avetageal of cash inflows or average total valuation.
Compare the approximate 90 percent in Dr. Hadaway'’s “alternative approiichhevterminal
value as a percent of total valuation averages supplied for Staff's peersumiExhibit
Staff/2201, which range from a low of 22.9 percent to a high of 24.3 percent. Mr. Storm’s
methodology places much less reliance on the terminal valuation in estimating ROE

Dr. Hadaway's use of a four-year investment horizon appears contradictory to his
statement that “[t]hese findings support the notion that long-term growth expestate more
closely predicted by broader measures of economic activity than byeneaanalysts’
estimates ® In Exhibit NWN/3202; Hadaway/5, the average growth rate resulting fromeValu

Line analysts’ EPS estimates, which determines Dr. Hadaway’'sgstite in 2016, is 6.7

8 NW Natural's Prehearing Brief at at 5; emphasis ad8eealso Exhibit NWN/3200

o Hadaway/5 line 7 through Hadaway/7 line 7 and Exhibit NWN/3202; Hadaway/5.
Exhibit NWN/3200; Hadaway/6 lines 3 — 5.

8 This is the sum of the cash flow averages of $1.72 + $1.77 + $1.81 + $54.11.

8  Exhibit NWN/500; Hadaway/35 lines 7 through 10.
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percent’ or well above any long-term growth rate used by either Mr. Storm or byddaway
in any of the latter’'s other DCF models. Such a high average rate of EPS growth, over
relatively short four-year period, suggests the analysts may be forea%iognce” off
near-recession low EPS values associated with a long-anticipated énicréaes rate of growth
in economic activity (economic “recovery”).

Dr. Hadaway'’s use of a four-year investment horizon “to more accurafglyreaurrent
market conditions” also appears to contradict his statement in direct tegtinadni...the
current economic turmoil makes it even more important to consider longerdenonaic data
in the growth rate estimat&® Obviously analysts’ four-year EPS estimates do not represent
“longer-term economic data.”

Finally, shortening the timeframe of Mr. Storm’s multistage DCF M@deom a
horizon of 40 years to one ffur yearscertainly seems at odds with Dr. Hadaway’s use of a
150-year time horizon in his multistage DCF mdtielThe theoretical grounds on which the
Company objects to Mr. Storm’s use of either a 40- or 50-year investment horizen in hi
multistage DCF models are unstated. A cynic might observe that, all elgeslj@al, the way in
which to maximize the estimated ROE from Mr. Storm’s Model 2 with respeatEr8& growth
rate is to use that rate or combination of rates and related time horizorsthist irethe highest
average EPS growth rate. The Commission should give no weight to the 10.2 (average) and 10.6
(median) estimated ROE results of Dr. Hadaway's “alternate apgroaththe related
assertions in the Company’s Prehearing Brief.

The Company'’s prehearing brief claims Staff's 9.4 percent recommendedasRO
unreasonable, in part because it is 52 basis points lower than the 9.92 percent averdige gas ut

ROE awarded in 201%.Staff notes that NW Natural’s current 10.2 percent ROE, awarded in

87 This is ($52.24 / $40.35) ~ 0.25-1, or 0.067, or 6.7 percent.

8 Exhibit NWN/500; Hadaway/36 lines 20-21.

8  Seee.g., the header label in column 23 of Exhibits NWN/504; Hadaway/4, NWN/2106;
Hadaway/4, and NWN/3202; Hadaway/4.

% At page 10.
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2003?* is 83 basis points lowehan the 11.03 percent average gas utility ROE awarded in
2002% Staff elsewhere in testimony demonstrates that NW Natural has, on the evijojed
financial success since the last general rate Case.

Dr. Hadaway claims that current near-term forecasts for both relg@D inflation are
severely depressed and that “the longer-term forecasts of professmmaingsts are also
depressed” If by this Dr. Hadaway is saying the “longer-term forecasts of psdaal
economists are also depressed” tHrat these longer-term forecasts are too4ewhich is and
has been Staff's interpretation of Dr. Hadaway'’s testimony on this point—thenréeey must
betoo lowis that they include ®o lowforecast of long-term future inflation, as discussed
above, Staff strongly disagrees. The forecasts in the replicated Tablevé)(andicate that the
numerous economists (over 50!) represented in the Blue Chip Consensus forechstisatheve
economists at the CBO, EIA, OMB, and SSA must all (or “on average” in the fcBkesaChip)
be producing “depressed forecasts” of long-term growth in nominal GDP (incavnamge of
4.3 percent to 4.67 percent), long-term growth in real GDP (in a narrow range of 241 perc
2.56 percent), and inflation as measured by annual rates of change in the GDP Pmpdci

Deflator (in a reasonably narrow range of 1.8 percent to 2.4 percent). Prestimeaidrrow

91 SeeExhibit Staff/1300; Storm/64 line 11 through Storm/65 line 8.

%2 Exhibit Staff/1305; Storm/2.

% Seee.g., Exhibit Staff/200; Johnson/4.

% Exhibit NWN/500; Hadaway/37. In prior proceedings before this Commission, Dr.
Hadaway has stated this as “[t]he longer-term forecasts of professtmraimists are also

depressed” (Docket No. UE 246 Exhibit PAC/200 Hadaway/28 lines 13-14; March; 2012);

“[t]o the extent that even the longer-term outlooks of professional economistis@re
depressed, their forecasts may be understated” (Docket No. UE 217 Exhibit PPL/200

Hadaway/34 lines 19-20; 2010); and “[t]o the extent that even the longer-term outlooks of

professional economists are also depressed, their forecasts will bédlogket No. UE 210
Exhibit PPL/200 Hadaway/32 lines 21-22; April 2009). The “professional economists” to
whom Dr. Hadaway presumably refers, as reflected by the sample of “protdss
economists” employed by (or surveyed by in the case of Blue Chip Consensus)
organizations cited in Staff’s testimony, have produced “depressed fefdoasto less
than three and one-half years at this point according to Dr. Hadaway.
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ranges indicated are suggestive to Dr. Hadaway of approximately equadsieprin these
forecasts across the economists in different organizations.

Dr. Hadaway's 2.62 percent long-term growth rate for real GDP is six [p@isis
(0.06 percent) above the highest of the “agency plus Blue Chip” forecasts, EIA’s &8&6tpe
while his 3.0 percent inflation rate, as measured by the GDP Price Defl&0rta<20 basis
points (0.6 percent to 1.2 percent) above the highest (SSA’s 2.4 percent) and |dvest.GE
percent) forecasts, respectively; i.e., Dr. Hadaway’s estimate oféomghtflation is from 25 to
67 percent higher than the forecasts of these “professional economists.”

Additionally, Dr. Hadaway’s estimated long-term inflation rate of 3.0 pelise8it basis
points (0.9 percent) higher than investors’ collective expectation for inflationeasured by the
GDP Price Deflator, over the 20 year period beginning May, 2032Not only are
“professional economists” producing Dr. Hadaway'’s “depressed fosgthst investors in U.S.
Treasury securities are as well. Such forecasts, according to Dr. &lgdapresent “inflation
rates that are not consistent with investors’ long-term experience” ancelongrminal GDP
forecasts “entirely inconsistent with investors’ long-term experiemte$. capital markets’”
but in the former case they reflect invest@spectationsDr. Hadaway would have us believe
investors are basing investment decisions by “looking over their shoulders” Qusing
Hadaway’s weighted average history) regarding future inflation wheraliundantly clear (as
well as intuitive) that investors in U.S. Treasury securities are forlwaking.

Staff notes that Dr. Hadaway's long-term growth rate of 5.7 percent inuhistage
DCF model in his surrebuttal testimony takes full effect in 20afd seemingly contradicts the
assertion in Exhibit NWN/200; Anderson/21, made in the context of discussing risétdiace

the Company, that “[m]ost economists are forecasting little to no growitlatetthis decade

% Mr. Storm’s multistage DCF models’ stage 3 begins in 2023.

% SeeExhibit Staff/2200; Storm/21.

97 Exhibit NWN/2100; Hadaway/12 line 23 through Hadaway/13 line 7.

% SeeExhibit NWN/3202; Hadaway/4, columns 14 and 18 0 23, as well as Hadaway/6.
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due to the financial nature of this crisis and associated recesSidr.” Storm’s testimony
includes discussions in multiple locations of both interest rates and inflatiei’fate

5. Dr. Hadaway's “Confused Investors” and Risk and Return

While discussion of investors’ confusion (versus the views of Dr. Hadaway) witlctéspe
future rates of inflation appears above, there are other aspects involving sivestoiusion” in
Dr. Hadaway's testimony. Dr. Hadaway, on “[hJow do capital market conedierxs the cost of
equity capital”:

“...[E]quity investors respond to changing assessments of risk and financial

prospects by changing the price they are willing to pay for a givenityedMhen

the risk perceptions increase or financial prospects decline, investoes teefuesy

the previously existing market price for a company’s securities and nsaniety

and demand forces then establish a new lower price. The lower market price

typically translates into a higher cost of capital through a higher dividelt yie

requirement, as well as the potential for increased capital gains if ptospe

improve.™

Setting aside discussion of a nuanced reworking of the last sentence oténsek
passage from Dr. Hadaway’s direct testimony and believing the stategppéesdo investors in
more than just equity securities, Staff agréésThis constitutes rational behavior by investors.
Furthermore, Staff believes such rational behavior results in asse firat are in equilibrium.
The equilibrium price for an asset may change day-to-day and even minmiexitg, but at all
times reflects investors’ collective appraisal of risk and re#f&rddr. Hadaway appears to share
Staff's belief, having that “[e]ach day market rates of return and pritasge to reflect new
investor expectations and requirements...[tlhis competitive market adjustroeaspiis quick

and continuous, so that market prices generally reflect investor expectatibnspite of this

% Exhibit Staff/1300; Storm/73 lines 15 through 19.

190 seee.g., Exhibit Staff/1300; Storm/75 — Storm/76; Staff/2200; Storm/20 — Storm/25; and
Staff/2200 Storm/32 — Storm/34.

101 Exhibit NWN/500; Hadaway/17 lines 11 - 18.

192 seeStaff's discussion of prices, cash flows, and discount rates in Docket No. UE 233,
Exhibit Staff/800 (Errata) Storm/27 line 12 through Storm/30 line 5.

103 seeExhibit Staff/2200; Storm/28, line 14 through Storm/29, line 8.

104" Exhibit NWN/500; Hadaway/19 lines 11 — 18.
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statement by Dr. Hadaway, he simultaneously believes the prices of bp#dehigtilities and
Staff’s peer utilities are “too high” as he believes the dividend yie&l&ao low.”
Staff discusses Dr. Hadaway’s reasoning on risk and return at Exhibit Staff&200/25 line
14 through Storm/32 line ¥? including that Mr. Storm “...believe[s] current equity prices fully
reflect the risks perceived by investors and specifically by investdng icoimpanies used by
either of us as peer utilities to NW Natur&l®

Dr. Hadaway links the “too low” ROE estimates in his DCF models’ to two notions:
prices of peer utilities are too high due to low (and unsustainable) interesamdtenvestors’
collective risk aversion is “increaset!” Mr. Storm points out that forecasts of an increase in
interest rates by sources cited by Dr. Hadaway in his rebuttal tegtiamnompared with his
direct testimony, have been “pushed out” in time over the lastYfe&taff asks that the
Commission take Official Notice of (1) the Federal Reserve’s 2:00 p.m. ESCifpas” press
release of January 25, 261%and (2) the Federal Reserve’s press release of August 12012.

The former includes a direct communication by the Federal Reserve tuages that
inflation at the rate of 2 percent...is most consistent over the longer-run witbdbeaF
Reserve’s statutory mandate.” The latter includes the statement fglityemaking arm of the
Federal Reserve (the Federal Open Market Committee, or FOMC) tt@bniaittee “currently
anticipates that economic conditions—including low rates of resource utilizatiba subdued
outlook for inflation over the medium rarare likely to warrant exceptionally low levels for the
federal funds rate at least through late 20t#that “inflation over the medium term will ruat

or below the rate that it judges most consistent with its dual mafida&t “longer-term

195" seeespecially Exhibit Staff/2200; Storm/26 line 5 through Storm/27 line 15.
196 Exhibit Staff/2200; Storm/29 lines 6 through 8.

197 Exhibit NWN/2100 Hadaway/6, line 17 through Hadaway/7 line 2.

198 gseeExhibit Staff/2200; Storm/32 line 2 through Storm/34 line 16.

199 Accessible as of September 10, 2012 at
http://federalreserve.gov/newsevents/press/monetary/20120125c.htm
Accessible as of September 10, 2012 at
http://federalreserve.gov/newsevents/press/monetary/20120801a.htm
Emphasis added.

110

111
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inflation expectations have remained stable;” and that the FOMC will fasthrough the end
of the year its program to extend the average maturity of its holdings.”

Mr. Storm’s rebuttal testimony cites Federal Reserve ChairmaraBlee’s statement
that “[t]he central tendency of the [Federal Open Market] Comnstfgejections is that
inflation will be 1.2 to 1.7 percent this year, and at or bele2 percent level that the
Committee judges to be consistent with its statutory mamu2@13 and 2014**? In other
words, inflation will be low (lower than 2.0 percent) this year, inflation over trddume to
longer-term will be low, expectations of longer-term inflation are stablert-term interest rates
will be low through at least a year past the end of the first 12 months of the propgesed ra
effective period in the current proceeding, and the Federal Reserve wiltavkeep long-term
rates low through its maturity extension program through at least the end of 2012.

Dr. Hadaway, in his direct testimony, wants us to believe that (“too higk?)ytiity
prices he uses in his DCF models result in ROE estimates that are too loxe tel&vels of
investors’ risk aversiofi-> His ROE estimates using DCF models in his rebuttal testimony, with
a maximum of 10.0 percent in his updated range, are lower than in his direct testoribey, s
Company decreases its requested ROE in rebuttal testimony from 10.3 pécpemsidering
these results, the Company adjusted its ROE recommendations to 10.2 percent eaickngwl
my updated analysis, but ultimately giving more weight to my original ardfy8 This directly
implies Dr. Hadaway and the Company believe prices are too high (as the Carhpaayo
rely on the model results using the earlier and lower prices). Given Dr. Hgdaueebuttal
results of a 9.7 percent average estimated ROE in his multistage DCE'mhan@|Staff's

recommendation for the Commission’s consideration regarding the resDitskddaway’s

112 seeExhibit Staff/2200; Storm/21, line 18 through Storm/19 line 3. Emphasis supplied.

113 Seee.q., Exhibit NWN/500; Hadaway/3, including that “...under present conditions |
believe an ROE above some of the quantitative results is appropriate;” and Exhibit
Staff/1300; Storm/80 line 6 through Storm/82 line 2.

114 SeeExhibit NWN/2100; Hadaway/2 line 14 through Hadaway/3 line 19.

115 Exhibit NWN/3202; Hadaway/4.
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constant growth single-stage DCF modef¢he 10.0 percent ROE requested in the Company’s
surrebuttal testimony’ represents an “outboard” upward adjustment of 30 basis points.

Regarding investors’ risk aversion, Mr. Storm’s rebuttal testimony incladésurt
showing the monthly closing price of the Chicago Board Option Exchange’s (CBO&i)litxol
Index (“VIX") since 1990, a chart of the daily VIX closing price for 2012 through Jlﬂy and
notes that “[t]he June 2012 value of 17.08 was well under the historical average df 28taff
asks that the Commission take Official Notice of the 2012 year-to-déyeclbsing price of the
VIX through September 7, 2012 Staff includes a chart illustrating these values, which average
18.4, as compared with the 20.5 average of the month-end closing prices for January 31, 1990
through June 30, 2012. The average 2012 closing price of the VIX has to date been below its
long-term average and has not closed above 20.5 since June 15n284irs appear to be less
risk aversehan at the time of the Company’s filingpt more risk averse as claimed by Dr.
Hadaway.

The Company’s requested 10.0 percent ROE is unreasonable and does not result in fair
and reasonable rates. While Dr. Hadaway did not provide his two risk premium models in
surrebuttal testimony, these models appeared in both is direct and rebuttedrtgstiith
estimated ROE results in rebuttal testimony of 9.75 percent based upon “projéetest rates”
and approximately 9.4 percent based on “current” interest rates. In Septembett, 2801y i
clear his “projected interest rates” are based on a very nearttmra that is highly unlikely to
occur prior to conclusion of this proceeding. Additionally, Dr. Hadaway's risk prarmodels

use an obvious form of “circular reasoning” in that the variable his models “expl&n”

116 «staff recommends the Commission give little weight to the results of &taay’s

constant growth DCF modelSeeExhibit Staff/1300 ;Storm/73 lines 3-4.
117 Seee.g., Exhibit NWN/3200; Hadaway/3 lines 1 through 5.
118 - geeExhibit Staff/2200; Storm/29 line 8 through Storm/32 line 1.
119" This can be accessed in spreadsheet format at
http://www.cboe.com/micro/vix/historical.aspx
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1 historical ROEs authorized primarily in other jurisdictions. The Commission shveldeyy

2 little, if any, weight to the results of Dr. Hadaway'’s risk premium models

3 The estimated ROE of only one of Dr. Hadaway’'s DCF models in surrebuttal

4 testimony?® support the Company’s requested 10.0 percent ROE, a model of the simplistic

5 single-stage constant growth form which the Commission has previously déscU$seresults

6 of this DCF model are predicated on a 5.7 percent growth rate for U.S. GrosstiD &hreguct

7 and for the dividends of Dr. Hadaway'’s peer utilities to NW Natural, whichthroate Staff

8 discusses extensively in testimony. Staff demonstrates that suchratkigh long-term growth

9 is aview of the future that may be uniquely held by Dr. Hadaway, and thergfoesents a
10 high long-term growth rate that is “highly uncertatfA®’Dr. Hadaway’s own testimony appears
11 to argue against the use of a single-stage constant growth DCF modelorfsdigitother
12 Company testimony contraindicates the use of such a high growth rate over tte nestium-
13 term (“little to no growth until late this decad&). The Commission should give little to no
14 weight to the results of Dr. Hadaway'’s constant growth DCF models.
15 Dr. Hadaway'’s surrebuttal testimony multistage DCF model resués estimated ROE
16 of 9.7 percent. This DCF model also uses the 5.7 percent long-term growth rateiimem
17 vyear 5, or 2017% and well within “...until late this decade”) Staff discusses extensively.
18 Considering only the 9.7 percent result of Dr. Hadaway’s sole multistage DG, rthe
19 Company’s requested ROE of 10.0 percent represents an upward “outboard” adjustment of
20 30 basis points. Dr. Hadaway and the Company are asking the Commission to dikeegard t
21 market’s valuation of the companies used as peer utilities to NW Natujfalh& Commission
22
23

120 pr. Hadaway does not use the results of his “alternative P/E” DCF modeh{eesn

24 surrebuttal testimony in support of the Company’s requested 10.0 percent ROE nigdicati
95 at Exhibit NWN/3200 Hadaway/3 lines 6 through 7 that his “DCF models currentlyaiadic

an ROE range of 9.4 percent to 10.1 percent.”
121 geeExhibit NWN/500 Hadaway/26 lines 15-17.
26 122 Eyhibit NWN/200 Anderson/21 lines 4 through 6.
123 geee.g., Exhibit NWN/3202 Hadaway/4 (column 23) and Hadaway/6.
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concludes that currently utility dividends are artificially depressegaygrnment policy**) and
instead place some other, lower valuation on these companies due to the markdesimper
(according to Dr. Hadaway) understanding of risk and return. Staff documents tlstansive
collective forward-looking risk aversion, as measured by the VIX, has in 2012 beenynot onl
much lower than during the financial crisis of four years ago, but has also bearcfoofh2012
to date below the average of the past twenty-plus years. Staff recommesiimission
exercise considerable caution if contemplating such an approach to estabtisHR@E for NW
Natural.

As for NW Natural-specific risks, from which prudent investors diversify, th@gany
has provided considerable testimony. While much less has been made by Stafis&f the
reduction mechanisms and activities contributing to a lower risk for the Cgmtnrespect to
establishing the Company’s ROE, Staff notes that many of the issues in tieisdingchave
involved precisely such risk mitigation paid for by ratepayers; e.g., pensionsptiag,

WARM, SIP, environmental remediation, losses associated with unwinding a finarugal he
etc. Staff has provided a calculator for the Commission’s consideration of avé@dlia to the
Company associated with decoupling should the Commission wish to considecapgtifis
risk reduction mechanisfNW Natural’s requested 10.0 percent ROE is unreasonable and
Staff provides convincing testimony on why it is unreasonable and the degree totwdich i
unreasonable.

6. The Commission should disallow some portion of NW Natural's financial hedge loss.

In order to determine whether or not NW Natural’s involvement in a financial hedge wa
prudent, we must ask what a reasonably prudent financial expert would have doniret the t
transaction was entered into. A reasonably prudent financial expert would haveedetiam

steps that NW Natural did not to inform the financial hedging decision.

124 Exhibit NWN/3200 Hadaway/10 lines 15 through 17.
® SeeExhibit Staff/2200 Storm/4 line 9 through Storm/5 line 5, specifically including footnote
1.
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1 A reasonably prudent financial expert should know that an investment bank’s sale of
2 products does not constitute advice or recommendations. The bank is not entering into a
3 fiduciary relationship with the utility. All amounts, terms and conditions are focatide
4 purposes only. The bank need not validate displayed materials and the materideddog\vthe
5 bank to the utility are not binding. Indeed, the banks do not discuss various counterparty risk
6 exposures that could make a deal less attractive. While a bank may statdfdhatgpee will
7 be improved by increased exposure to variable rates, such professionals know that this
8 performance may be accompanied by increased risk exposure to high-impé&eijoanrcy
9 events disproportionately borne by parties unable to diversify or to offset the pesitions.
10 The banks even provide written warnings regarding these géints.
11 Reasonably prudent financial experts do not rely on the sales materiatkedrbyia
12 bank’s sales force as the sole basis for entering into, terminating, or mgdifyy transaction
13 contract. The written warnings and disclaimers provided by investment banksosewend
14 reasonably prudent financial experts that they should not presume that it is prudgnt in a
15 instance, when entering into contracts governing millions of dollars, to abeegdles
16 presentations of bank sales representatives as a substitute for rigorousdedepaalysis of
17 the nature discussed in Staff rebuttal testimony.
18 Moreover, reasonably prudent financial experts in regulated utilityaitors know that
19 “lucking” upon a good decision may excuse slight imperfections in a jurisdictitihgl’'s
20 analytical framework and process, but an unsupported bad decision excuses nothing in a
21 prudence review. Reasonably prudent financial experts expect that thgsisanal be
22 provided in the next rate case. Requirements stated in Commission orders, su@r &oOrd
23 07-012, provide a written reminder that prudence review is reserved for theseit® ca
24 Reasonably prudent financial experts never presume, prior to entering intplaxdémancial
25

126 SeeStaff Cross Exhibit 1.
26 2/ SeeStaff/2300; Muldoon/11 at lines 8-19.
8 SeeOrder No. 07-032 in Docket No. 4235, conditions shown in Appendix A pages 1-2.
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contract placing millions of dollars at risk, that they do not need to do analysis oftthe sor
recommended by Staff because “it wouldn’t make any differetfCe.”

In October of 2007, there was no global financial crisis. There was no unavoidable doom
looming for all parties. Fully functioning markets allowed for a range afnatees to financial
hedging such as a delayed start in private placement at little or no intaeooest or risk.
Reasonably prudent financial experts would document and retain the quotes froniaterna
considered, in part to show that their utility remained focused on the need to as®sterisk
and all-in cost®for the next bond issuance, and particularly so should they use a newly
authorized hedging tool. Reasonably prudent financial experts also recoghizdith@lans
for bond issues are generally within a window of time of approximately six momtl@&ctober
of 2007, time allows for reasonably prudent financial experts to seek least tostimmal risk
exposure solutions, because the next issuance is under no short-term time pressure.

In October of 2007, a reasonably prudent financial expert would communicate to the
banks bidding on the hedging transactions that no one expects outcomes outside of two standard
deviations from the most likely outcome that reduced future correlation is ekraniikely and
the utility is therefore unwilling to pay much to cap losses. This is parfictiter case because
the utility is willing to accept a hedging transaction with a floor protgdhe bank or
counterparty from paying the utility an outsized gain. A reasonably prudemtihaxpert
knows that investment banks are willing to discuss and bid on the collared hedge because the
utility does not need the investment bank to arrange a “plain vanilla” swap or equigaheart
position. Being financial professionals, all parties recognize that thigy abitustomize the
hedge contract to meet the client’s needs is a primary reason that thehdigsgan

investment bank over cheaper sources of plain vanilla swaps or futures.

129 SeeNWN/2000; Feltz/13 at lines 4-5.
% This term is defined on page 32 of the Commission’s Standard Date Requests a®tlacces
via a Quick Link on the lower right side of the OPUC home page.
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7. NW Natural’'s actions did not mirror those of a reasonably prudent financial expert

The NW Natural financial hedging policies in place at the time the headgentered
into were not proscriptive and afforded broad flexibility when the Company exldtigte
financial hedge, when the hedge was terminated, and when NWN assigned the$etma |
bond series to be amortized over its life. That flexibility precludes rel@mdeis policy to
substitute for performing due diligence and robust analysis prior to enteringerttedging
transaction. Criteria such as not putting 30 percent of NW Natural total outstdetirat
risk**! should be given little or no weight by a reasonably prudent financial expegliragng
prospective decisions regarding financial hedging in conjunction with bond isswhhetseen
$25 million and $75 million, not constrained in the least by the financial hedging pglicy.

NW Natural has not articulated that it kept forefront the goal of the loweast@ist of
money for the next bond issuance at the least risk. For example, a slightly lower aia@Eord
a very high issuance cost may not equate to the alternative with the lovwestast of money.
Similarly, a simple lower cost, lower risk alternative may be preferabh higher cost and
higher risk alternative. NW Natural did not appear to evaluate any ne-hédgratives to
assist in quantifying the value of different ways to achieve bond issuance goals

NW Natural did not do its own analysis nor demonstrate that it kept investment banks at
arm’s length and kept mindful that “past performance is no guarantee ofresgutts” when
viewing bank sales presentations. NW Natural should have been mindful of its fiduciar
obligations, the differences between its needs and those of investment banks, and the eve
present need to exercise due diligence. The fiduciary responsibilégiedf@med by what NW
Natural is and what it is not. For example, NW Natural is not an investment bank with a

portfolio of existing or potential financial hedges and the general abilityfsetaine hedge with

others.

131 SeeTr. at 166, line 177.
132 1d. at lines 21-22.
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NW Natural had just one financial hedge and no portfolio of offsetting financiakbedg
so NWN needed to do its own cost and risk analysis of alternatives, including cost and risk
analysis associated with non-hedging alternatives. On a forward-ldokamgyand prior to
entering into the hedge, NW Natural’s decision should have been informed by this robust
analysis. Additionally, NW Natural should have completed documentation of itsesfaly
presentation now, at this next rate case.

The financial hedging policy (not dealing with natural gas) has not been infogntled b
Company’s experience. A review of this policy performed by NW Natusalagement, with
implementation and ensuing recommendations, could better align the policy to NiveliNat
utility function and fiduciary responsibilities. Modifying the Company’s tewa control in this
manner is likely beneficial to investors as well as ratepayers. Theedeyolicy should guide
analysis, negotiation of hedging contracts, internal review of acce|@iédit-cost-risk
profiles, documentation methodology and presentation of hedge risk and cost management
activities. Without communicating a need for and expectation of improvement énaifess, the
Commission may see similar imperfections in future proceedings.

8. Discussion of Certain Facets of NW Natural’'s Prehearing Brief.

NW Natural fails to note support for Staff's positith.

NW Natural argues that no analysis if performed could have informed the Cpmpan
regarding risk* Perfunctory after-the-fact analysis cannot now reach back in timétéo be
inform the Company’s decision. NWN relied on sales materials from thenmeetsbanks and
did not perform its own analysis. We cannot conclude from the facts that analysisnobul

have informed NW Natural’s decision.

133 NW Natural Prehearing Brief at 12, lines 7-8 contrasts distinctly @iiB’s Prehearing
Brief at 44, where it explicitly recommends that the Commission adopt Siaffison as to
L3 hedging.
Sedld. at lines 9-13.

Page33 - STAFF POST-HEARING BRIEF — UG 221
JWJ/nal: #3634989-v1

Department of Justice
1162 Court Street NE
Salem, OR 97301-4096
Telephone: (503) 947-4342 Fax: (503) 378-3784



1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

NW Natural argues it would have had to predict the financial crisis toctemitcomes in
the hedge contract to two standard deviations of most likely outcomes, or in @tfease
outcomes on which the Company predicates the hedge was a good benefit-ciost @e@am in
the absence of its own analysis.)Note that there is expansion of scope in each subsequent
round of this proceeding. For example, in NW Natural Reply Testimony, Mr. Fgltes that,
before NW Natural could take reasonable precautions to avoid assumingwexiressmental
risk with the hedge, the Company “would have to been able to predict the financial @isis
the time we get to the prehearing briefs, the Company indicates it would have hedic¢btpe
outcomes of the financial crisis. This approach tries to ever expand the scodeoavegview
of non-hedge alternatives and review of the actual, bilateral, selfwedthedging contract.

NW Natural addresses the goals of the hedge which were to control the coepafrarat
upcoming bond issue and in general to mitigate debt market volatility andistere it is
important to note that sensitivity analysis could have informed the Company thil¢os
outcomes included the actual outcome. Presumably, the actual outcome, if known, would not
have been acceptable to the Company at the time it entered into the hedge. coatrtms
Company took no action to manage risk in its hedge contract and apparently did natéa cre
no record of) considering alternatives. There are not quotes for altesnadive@dered and no
guotes regarding hedge contract modification, only after the fact obtuscedther than
documentation of facts.

NW Natural enlarges the earlier misstatement that the Company woddhadvo
predict the financial cristd’ in October of 2008 to now state that NWN would have had to
predict the outcome of that financial cris#8. The relevant hedge execution time frame was the

year 2007, a year with robust markets and no financial crisis. Lack of robudisitedyging to

L Seeld. at 12, lines 18-19.
15 Seeld. at 13, lines 7-14.
NWN/200; Feltz/9, line 14.
138 SeeNW Natural Prehearing Brief at 14, line 19.

w N O
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1 inadequate ratepayer protections in 2007 is not somehow excused by a financiat@uisiag
2 in later years.
3 NW Natural does not identify and avoid or manage incremental risk represented by the
4 hedge contract in unmodified form. To do so requires only that NW Natural use decision tre
5 other analysis to assess outcomes that are or are not addressed withinuxiWsNegnefit —
6 cost understandings. If risks are outside the Company’s benefit cost frdatbareris no
7 reason NW Natural, or its ratepayers should take on those risks. Such risks shouahthiageelli
8 with an alternative choice or with a modification to the hedge contract tactesttcomes to
9 outcomes considered.
10 NW Natural tries to create an umbrella of prudence over both a process ridtiled w
11 imperfections and a failed outcorfié. In 2007, investment banks warned potential customers
12 that their sales presentations were illustrative and that the bank nsatesralnot in any way a
13 replacement for prudent financial, legal, and accounting analysis perfoynaesbiphisticated
14 counterparty or by that counterparty’s own third party expé&tt€ould the Company have
15 determined that the actual outcome was a possible result? Could the Comparstéravieed
16 that the actual result was unacceptable? Could the Company have modified thedmdigt to
17 limit losses or preclude the actual result? Could the Company have consitEreatiaes to the
18 hedge in 2007? Can we say precisely which mitigation the Company would havedsalecte
19 2007, had NW Natural performed its own robust analysis prior to executing the hedtjmée
20 of functional markets?
21 NWN'’s presumption that all outlying financial hedge risk is the burden of tepawtr is
22 not supported. The argument that myriad explicit bank warnings were somehow éitailarl
23 bear no real meaning is strongly countered by the actual payment of $10,096,000 by NAW Natur
24 to UBS. These warnings were real. The analysis was not done by the Compatoy/lpgdge
25

%9 See Idat 19-20.
26 M SeeNWN/2700; White/5, lines 19-22 and NWN/2701 for an example of a situation in which
NWN utilized an external third party to assist in decision tree and scemaligsis.
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execution despite these warnings. The Company states that it was notemistectd modify
the hedge contract, but we see no quotes in this to this effect. The Company dtates tha
alternatives that are currently cost effective were not cost wH#daot2007, but we see no
evidence of NW Natural’s investigation into the viability and cost of altersitf*
The Company mischaracterizes each of the above elements in its ipgebeaf. In total,

the Company does not demonstrate that its actions were prudent. If the Gomudigslows
part of the hedge loss, lower issuance costs may reduce the cost of long-ternimidaht) turn
would reduce revenue requireméfit.
V. ENVIRONMENTAL COST RECOVERY

NW Natural asserts that no party objects to the implementation of a meutfanis
recovery of environmental remediation experté&sAs confirmed at the hearing, however, Staff
only supports a Site Remediation Recovery Mechanism (SRRM) if it includ#s S
recommend conditions. Staff does not support the mechanism as proposed by NW{{atural.
As described in Staff's prehearing brief, although Staff proposed certpgrtamt conditions to
the proposed SRRM, it was generous in its overall support for a mechanism that would
substantially lower NW Natural’s risk>

Staff viewed its support of the SRRM, with conditions, as generous because of its
understanding of traditional ratemaking in context of the favorable progravnNdiural
already has in place. The Company has mitigated its risk to shareholdaghthrograms such
as decoupling, WARM, SIP, and a PGA. Guaranteed recovery of prudently incurred

environmental remediation expenses would further reduce the risk to NW Naanethalders.

141 SeeNWN/2000; Feltz/5 (“The Company plans to issue in the private debt market, which

will allow for a delayed take-down of the debt proceeds later this yearydittier
additional costs for the delay.”)

SeeStaff/2301; Muldoon/1, line 9 column (j) for issuance costs assigned to the 5.370
percent series.

143 'NW Natural Prehearing Brief at 21, lines 16-17.

144 SeeTranscript (Tr.) at 46, lines 13-19.

145 Staff Prehearing Brief at 10-11.

142
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1 In spite of the risk-reducing aspect of all of these mechanisms, NWaNalsw desires

2 an ROE higher than supported by the high range of multi-stage DCF modgtste lof $she fact

3 that NW Natural has generally earned more than its authorized ROE silast iitde case, it not

4 only wants the SRRM, but it also wants the risk-reducing SRRM to operate withyoeaaings

5 review or earnings test. In spite of the fact that NW Natural would get dotdocllar recovery

6 of prudent expenses without the typical regulatory lag, NW Natural does notorsdrare one

7 cent of the costs of environmental recovery with shareholders. In spite oftttieetaNW

8 would get dollar-for-dollar recovery for prudently incurred environmental reatiedicosts, it

9 wants to earn its authorized rate of return on a large balance that is cerézioveiry.
10 Without a SRRM, NW Natural could request prudently incurred environmental costs
11 through a general rate case or through deferred accounting applications. Asdist&aff
12 Prehearing Brief, the law requires the currently deferred amount betsiobgecearnings review
13 ($64.5 million as of September 30, 201%).After an earnings and prudence review, the
14 appropriate amounts would be amortized leaving only future amounts subject to dispte in thi
15 proceeding. For future environmental remediation costs that may be incurredlong period
16 of time, NW Natural gives a conservative estimate of $58 mitfton.
17 Under traditional ratemaking, if NW Natural incurred substantial environmental
18 remediation costs that it could not absorb, it would file a general rate calecaoddferred
19 application. Under either of those regulatory processes, the overall earningsNditral
20 would be considered. While supporting an automatic adjustment clause with conditiins, Sta
21 thought it was abundantly reasonable to condition the mechanism on a review of overajlsear
22 because they would always be considered in other regulatory processes. Appdvéntl
23 Natural finds this unfair and punitive because it does not allow them to consistetiyaom its
24 authorized ROE? Although Staff thought it was generous in its support of an SRRM, if Staff's
25

146 Staff Prehearing Brief at 11-12.
26 147 |4 at 9, lines 20-21.
Id. at 14, lines 6-11.
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1 conditions on the SRRM seem unfair to NW Natural, Staff would prefer to seetmatlit

2 regulatory treatment for future environmental remediation costs as it woaldatiépayers the

3 benefits of regulatory lag and a review of overall earnings.

4 At the hearing, NW Natural seemed to try to establish that the Commission ha

5 sometimes allowed other utilities to collect decommissioning or remadiadsis without

6 sharing. Staff will of course respond to any such arguments that NW Naturatakayin its

7 post-hearing brief. Staff suspects that such arguments ignore the regcdati@xt of the

8 current proposal.

9 For example, in Docket No. UM 1047, Order No. 02-224, the Commission allowed full
10 recovery of PacifiCorp’s share of the unrecovered costs associated witbshe of Trall
11 Mountain Mine. However, in the same Order the Commission granted severailorendit
12 among them was condition (d), which provided “[t]here will be no return allowed on the
13 unrecovered costs of Trail Mountain Mine. On March 31, 2008, Portland General Electric
14 Company filed an application for deferral of costs associated with the reimeda Portland
15 Harbor and Harbor Oil Superfund Sites. Its application for a deferred accasigiranted in
16 Commission Order No. 09-052, but the docket was closed in January of 2010 because there were
17 few costs being incurred and it was decided that PGE would reapply for eedefecount when
18 the costs began to increase. In both of these cases, the Commission was novilealing
19 request to adopt an automatic adjustment clause and include costs regardlesd eboveigs.
20 As discussed in the Introduction, ratemaking is holistic and should be done in context
21 with overall rates and regulatory treatment. In relation to NW Naturaljgosed SRRM, it is
22 necessary to consider that NW Natural is not asking for environmental costryettooagh a
23 general rate case or a deferral. Rather, NW Natural is requesjregial risk-reducing
24 automatic adjustment clause without any conditions on regulatory lag or earAsigse from
25 the legal requirement that the currently deferred balances be subject toingseeview, Staff

26 does not argue that the Commission is legally prohibited from establishing araatom

Page38 - STAFF POST-HEARING BRIEF — UG 221
JWJ/nal: #3634989-v1
Department of Justice
1162 Court Street NE
Salem, OR 97301-4096
Telephone: (503) 947-4342 Fax: (503) 378-3784



© 00 N o o -~ wWw N Pk

N N N N NN P P R R R R R R R
a N W N P O © 0 N o o0 M W N kP O

26

adjustments clause with no sharing, allowing interest at the authorized raterof and
allowing recovery without an earnings review on future amounts. Insteadapadfs that it is
bad regulatory policy to do so in the context of granting NW Natural a risk-redagctomatic
adjustment clause for one category of expenses.

NW Natural also asserts that it should be allowed to earn interest on the SRiM at t
authorized rate of return and then at the Modified Blended Treasury Rate (M@TRe
amounts approved for that year's amortizafith.Staff agrees that this is the manner in which
the Commission treats deferred accounts. But again, Staff's proposal is based upafitthe tot
of circumstances - the holistic nature of ratemaking - and the type okergaoechanism being
proposed. Deferred accounts may never be amortized for various reasons and heévee the
amortized an earnings review is legally required. NW Natural ignbesstt that it is
requesting an automatic adjustment clause, not a deferred account.

As mentioned earlier in this section, NW Natural could request recovery of future
environmental remediation costs — and Staff prefers this approach if the SRRM is not
appropriately conditioned — through deferred accounting. In that case, the pattié&mow
the actual costs and would be able to review the overall earnings of the Castopagythe
period in which the costs were incurred. Under that approach, Staff would readeytiagt the
deferred account balance should accrue interest at the authorized ratenof retur

In summary, Staff reviewed NW Natural’'s proposed SRRM in the context of draaliti
regulatory treatment and the programs NW Natural already has in plateat dontext, Staff
proposed reasonable and necessary conditions. Finally, Staff noted that NW $lptopadsal
to move $64.5 million dollars from a deferred account to an automatic adjustment cladse coul

not be lawfully completed without an earnings review of the deferred amounts.

1499 NWN Prehearing Brief at 29, lines10-13.
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V. OUT OF PERIOD PENSION EXPENSES
In a briefing request issued August 28, 2012, the Commission asked NW Natural to

address the following issue (and invited other parties to address the issue):

1. NW Natural seeks a change in the current ratemaking methodology for
recovery of pension costs. As part of this request, it seeks recovery of past
cash contributions that it was required to make to comply with federal law.
NW Natural has pointed to a number of gas utilities that have been allowed to
implement ratemaking methodologies other than pure FAS 87 recovery,
methodologies that presumably allow utilities to recover large cash
contributions such as those at issue here.

2. Have these gas utilities been limited to recovery of cash contributions that
have been deferred through a deferral mechanism or included in a test year?
Please point to any state Commission orders or legal decisions that akisw a g
utility to recover cash contributions such as those at issue in this docket that
(1) have not been the subject of a deferral order, or, if in a rate case, that (2)
are outside the applicable test year.

Staff is interested in reading the Company'’s resptmsges question and will comment on
that response in its post-hearing reply brief. Stafficasitthat the answer to this question may be
misleading and confuse the issue, however. Every stai diatinct regulatory framework and
pension cost recovery is potentially a small portion ohale/in how this issue is handled in other
jurisdictions. For example, resolution of pension exgersuld come through settlement of
issues, be related to complicated sharing mechanismension expenses could be considered in
context of a utility that is chronically under-earningndfly, the briefing question seems to inquire
about the legality of whether or not including past penstortributions in future rates is allowed
and not necessarily asking whether including past pesistributions in future rates at a time
when a Company is over-earning is good regulatory policgh iMese caveats, Staff will attempt
to add to the answer it gave at the hearing and statatwharently knows about pension cost
treatment in other states cited by NW Natural.

Staff was unable to confirm any of the treatment of pension expenses mentimred ot
than references to the California Commission treatment of Pacific G&dextdc (PG&E), the

Hawaii Commission’s treatment of HELCO and the Wisconsin Commissiaasrient of
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1 Wisconsin Gas. Staff was able to verify the information on Cross ExhibKi/M®25 as being
2 correct.
3 The Hawaii reference comes directly from the Hawaii CommissiodarorOther than
4 PG&E, the other companies mentioned in NWN/2008 Feltz/3 did not respond to Staff'd reques
5 for verification.
6 As far as Staff can determine from its research, PG&E had establish&haiihg
7 account for cash contributions. On a forward looking basis, the California Csimmadlowed
8 the PG&E recovery of three years of contributions in rates but it is Stafflerstanding that the
9 amounts were not “prior period” contributions, but were estimates for 2011-2013. The amount
10 inratesin 2013, $215.7 million, remains in rates until the next general rate case.
11 The Hawaii Commission set a level of NPPC to recover in rates and thack®PC
12 against the Company’s cash contributions. The tracked balance going forwareébdoerfiest
13 period” amount and any under recovered cash contribution or over-recovered cash aamtributi
14 above or below the actuarial calculated NPPC in rates becomes the ‘i@$t @erount that is
15 then amortized over a five year period. This seems like a modified deferral.
16 The Wisconsin order allowed the utility to earn a kicker on their authorizedhtedig
17 average cost of capital (WACC). The Wisconsin Commission seems to benglibei
18 Wisconsin Gas Company a return on the working capital used to fund the utilitgi®pe
19 contributions. Complicating matters is the fact the Wisconsin’s Commidtaavsdhe utility to
20 recover 50 percent of the construction work in progress (CWIP) in their net invaistddhse
21 (NIRB). Effectively, the Wisconsin Commission adjusts the weightedatastpital by the ratio
22 of net invested rate base (NIRB) by total capital. Anytime the caghiloutions are greater than
23 the NPPC, it creates a higher working capital requirement, which in turnsasréee WACC
24 that gets applied to rate base.
25
26
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1. The Commission should not allow recovery of out-of-pedash contributions.

Staff recommends removal of both the return on and the retyast pension
contributions made prior to the test period. First, NViuN# proposed collect a return on past
pension contributions and amortize $36,549, 793 over aihys#gr period, or approximately
$4,568,724 per year. Second, NW Natural proposedlitecta return of past pension
contributions, which has a revenue requirement impaappfoximately $3,114,006°

The This Commission has long maintained that “[t|hedlve of any regulatory method
of setting rates is to provide sufficient revenue to givgility an opportunity to earn an adequate
rate of return during a futupeeriod.”* As Staff outlined in its prehearing brief, its fundzntal
issue with NW Natural's proposal on pensions is thatdposes to include a return on and of past
cash contributions into future rates while ignoring exaher expense during those same periods
of time when NW Natural was earning near or over ites@iged return on equity. Itis
inappropriate to choose a single expense category, \ghibeimg all other categories, and include
that single increase in future rates when the Companyimaaxially stable or over-earning during
the period the expenses were incurfédThis is a typical example of cherry-picking one category
and ignoring the end result and holistic nature of ratergak

The Commission should decline to consider NW Natural’siparexpenses inside a
vacuum and should, instead, consider why future ratepslyetdd pay for expenses that the
Company paid while earning its authorized return on equiityy unnecessary to determine
whether or not the Commission may lawfully include thexst pmounts in future rates because
the Commission should decline to utilize single isstieaking as a matter of regulatory policy.

Finally, at the hearing NW Natural asked about an IdaweePrequest to recover cash

contributions for pensions and a PGE application forrtedeaccounting to recover carrying costs

150 SeeStaff/900; Cimmiyotti/6.
Docket No. UF 2938, Order No. 73-217 at 3.
2 Staff Prehearing Brief at 18, lines 12-24.
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on prepaid pension assets. Staff notes that PGE'’s application was filed shdséfore the
hearing and no action has yet to be taken on that appticdtiaelation to Idaho Power’s request
in 2009, Staff notes that Idaho Power’s request wasdgiursuant to a Stipulation and that
“Idaho Power would continue to account for pension expensa accrual basis, a practice
consistent with Statement of Financial Accounting Steaisi (SFAS) 872

Therefore, all Oregon regulated utilities do currerdliofv FAS 87. Furthermore, PGE’s
recently filed application for deferred accounting sasates Staff's position that a change in the
Commission’s long-established policy on using FAS 8pésion costs would lead to other
utilities also asking for similar relief. Staff notisst NW Natural has also filed a deferred
application, which is being held in abeyance pending #itesaase, but could be used to review the
methodology for future pension costs. In any event, Staff dudseheve that out-of-period
pension costs at a time when NW Natural was over-earnindgoshe amortized in future rates.

In summary, the fundamental issue related to pensianegps that the Commission
should not go all the way back to 2004 and include tbasef-period single issue costs in future
rates without a consideration of earnings at the timeadmtributions were made.

VI. OUT OF PERIOD STATE TAXES

NW Natural did not propose to change its deferred taxedhagpon changes to its deferred
tax expense, but instead created a $4.48 million regulassst in 2009, which it now wants to
amortize over a five year future period. These factodstrate that this issue is not establishing
the appropriate deferred tax expense going forward. Rd#tisean attempt to collect in a future
test year a regulatory asset created in 2009, withgu€ammission approval or a request for
deferred accounting. This rate case is to set futuge,nabt reconcile previous rates.

NW Natural’s arguments convolute the issue, but ghit an issue about “amortization of

the deferred tax balanceS™ Rather, this is an issue of a request to amortiegwatory asset (a

153 SeeTr. at 142, line 20 through 143, line 1.
134 Commission Order No. 10-064 at 4.
155 NW Natural Prehearing Brief at 53, line 16 through 54, line 4.
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book expense versus money changing hands) of $4.48 naitians that NW Natural decided to
create, but did not request a deferral, which wouldiregn earnings review. Similar to the out-
of-period pension contributions, this is single-issuematking because the expense, which is
reflected only on the books rather than paid to a teainigority, occurred between rate cases. As
a matter of policy, Staff does not believe a utilitpd be able to cherry pick an expense that
went up between rate cases, ignore earnings, and asituia fecovery of a past expense.

Finally, at the time the regulatory asset was creaBedi0B and its automatic tax
adjustment clause was in effect. The resolutionaifghoceeding established the taxes for NW
Natural for that period of time. The Company should natllosved to move $4.48 million from

that past period where the tax amounts were establislietiire rates.

VIil. THETWO PREMATURELY CONSTUCTED MID-WILLAMETTE VALLEY
FEEDER PROJECTS (MWVF).

There is no bare steel replacement on the two segments contested in this pyoceedin

Q: Is the Company currently replacing bare steel on the portions in dispute, the
Perrydale to Monmouth and the Monmouth reinforcement?

A: On those two segments there is not any bare Steel.

When Staff asked for financial analysis of the need for constructing tjgetsraow in
spite of the fact that the Modified IRP did not select the project until at26a9t NW Natural
responded “[a] financial analysis of the investment was not conducted by the igoimptese
projects. The decision to invest in these projects is based upon system reliaplbiyement of
bare steel and system reinforcemént.In context of the contested segments, NW Natural did
not rely on the results of the Modified IRP or any financial analysideddsit built the

segments based upon its purely qualitative judgment on system reliabilityiafodaement.

156 Ty, at 222, lines 5-9.
157 Staff/1107; Sobhy/2.
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NW Natural describes the entire Willamette Valley Feeder Er@p@rthern, mid, and
southern) as a “transmission line . . . designed to move high pressure gas south ... from a
critical north-end connectiort®® NW Natural states that “Staff's primary objection to the
MWVF is that the Company developed the project before it was selected infeéregale
portfolio in the Integrated Resource Plan (IRP§."Later, NW Natural states that “[t]he Staff's
focus on the IRP in this case appears to be based upon a misunderstanding of thehele that t
IRP plays in the Company's distribution system planntAgNW Natural goes on to state that
the “IRP Guidelines, which do not require the inclusion of distribution planning, and la#l of t
Company's IRPs have been acknowledged by the Commission as meeting tha&uifdéli
Finally, NW Natural asserts that “[tlhe MWVF is needed for distributidinbigity purposes,
which is not generally modeled in the IRB?*

The IRP guidelines do require consideration of segments such as the | sfaléty
Feeder. In Order No. 89-507, the Commission adopted “least-cost planning” (IRB) as t
preferred approach to utility resource planning. In that same Order, the €somdentified
the key substantive elements of a least-cost plan. These elements are:

1. All resources must be evaluated on a consistent and comparable basis.

2. Uncertainty must be considered.

3. The primary goal is least cost to the utility and its ratepayers, consistbrihe

long-run public interest.

4. The plan must be consistent with Oregon’s energy policy.

In Order No. 07-002, the Commission further clarified that a utility IRP shouldfgent

resources that provide the best mix of cost and risk. That Order also establiBlgrdd&lines.

122 NW Natural Prehearing Brief at 42.
1o Id. at 43, I!nes 16-17.
p Id. at 46, lines 6-7.
iy Id. at 18-19.
Id. at 44, lines 8-9.

N P O

Paged45 - STAFF POST-HEARING BRIEF — UG 221
JWJ/nal: #3634989-v1

Department of Justice
1162 Court Street NE
Salem, OR 97301-4096
Telephone: (503) 947-4342 Fax: (503) 378-3784



1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

Beginning with IRP substantive element No. 1, it is clear that the Coromissended
that a utility IRP should consider aisources and consider them on a consistent and comparable
basis. Nothing in these Orders allows a utility to pick and choose among the resbatce
should be evaluated pursuant to the IRP process. Neither do these Orders aligwa ut
ignore the results of the IRP process when it comes time to set rates. YBlatNk&l has
proposed to do both when it requests that the Commission allow inclusion of the cdstsdor t
two segments of the MWVF project.

The MWVF was not selected as part of the “preferred” portfolio in NW Nasural’
Modified 2010 IRP and it is this portfolio that the Commission acknowledged when it
acknowledged the Modified IRP. This is a fact that NW Natural has not evempgttio
refute. When deciding whether or not to include the costs of resources in rate®, ihehiR
threshold test. For the preferred portfolio, the preferred portfolio estabiisdtele resources
NW Natural wants to purchase or construct have been compared consistédndgmiteting
resources in terms of cost and risk and ranks the resources compared in tetrenof cisst.

The failure of NW Natural to consider the resources in the IRP process igtkeypr
reason Staff presents for recommending that the timing of the proj@oigriglent.

Secondarily, Staff asked for financial analysis to support the decisiondkatot/supported by
the IRP process, but was only given the qualitative answer that it wadidility and
reinforcement. This is very important because the MWVF project, accaald@/ Natural, is a
critical transmission project carrying high-pressure gas south. Thisédets the cost of this
project much larger than simple distribution projects.

Once the IRP threshold has been successfully realized, the resources mpasshe
individual prudence testing to establish that the cost for the resource proposed iasiatbsie
and least risk. For example, if there is bidding to construct a pipeline it musebmided that
the bidding was properly conducted and then whether or not the lowest cost qualified balder wa

selected. Next, comparative testing (usually referred to as cost/lzeradiisis) is employed to
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ascertain how a resource performs in terms of cost and risk compared tosgbece® under
the same parameters. For example, if the lowest cost/risk bidder for cbastai@ pipeline
has been selected how does this bidder’s bid compare in terms of cost and risk \gakecity
deliveries of gas, building storage nearer to service areas, leasingpppatexisting pipeline,
etc.? This second level of analysis also compares, in turn the costs and risks e @ade
with the value (always quantitative) of the benefits provided by the resobven if a resource
is the lowest in cost and risk among those examined, the resource would not be
constructed/purchased if the level of benefits it provides is significatdiiqtically determined)
less than the resource’s cost/risk. Thus far, NW Natural has provided neithesefdvels of
analysis and apparently considers both unnecessary.

Finally, Staff has substantial concerns about NW Natural’'s contention thaMthé-Nk
needed for distribution reliability purposes. At Staff's request, NW Naituitd 2010 Modified
IRP considered which resources would be selected if NW Pipeline’s Grantisatasd were to
be offline. The IRP model selected the MWVF in that instance. That analysisatieclude
an examination of the probability that the Grants Pass Lateral would be out of sduring
which times of the year, and for what reasons - just out of service for mpgelposes. An
obvious question that must be answered is what level of spending on resourcesed ustifi
each level of probability of a Grants Pass Lateral failure. NW Na&tanaalysis does not
include an assessment of what fixes (such as looping by NW Pipeline) could be nade to t
Grants Pass Lateral to reduce the probability of it failing or the codtasks of building a
pipeline south to connect with Gas Transmission Northwest’s (GTN) system taybsng the
southern part of NW Natural's system. As a simple scenario the IRP&sass# of what
resources might be available to meet load in the southern part of NWN’s systamanable.
Such a narrow and limited scenario should never be the basis for resourcersgigbe IRP

and certainly not for setting rates in a general rate review.
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1 In summary, NW Natural has failed to demonstrate that the timing of thesegmerss

2 were prudent. The projects were not selected in the IRP process. NW Natunai dffer any

3 guantitative evidence that these projects were the least cost/leafiensatave. Staff

4 recommends that these projects not be included until such a time as the IRB @ndces

5 quantitative analysis supports their inclusion into rates.

6 VIII. CONCLUSION

7 For the foregoing reasons, Staff respectfully requests that:

8 ¢ the Commission adopt Staff's recommended ROE;

9 ¢ the Commission disallow a portion of NW Natural’s hedge loss;
10 e the Commission condition NW Natural’'s SRRM or, alternatively, not grant its
11 request to establish another risk-reducing mechanism with no benefits to
12 ratepayers;
13 e the Commission reject NW Natural’s request to place past pension expenses in
14 future rates;
15 e the Commission reject NW Natural’s request to place an out-of-periochtegul
16 asset or book expense, incurred between rate cases and at a time that SB 408’s
17 automatic adjustment clause set tax expense, in future rates;
18 e the Commission reject NW Natural’s request to place two segments of the
19 MWVF project into rates until such a time as the IRP process and quantitative
20 analysis is provided to support the prudence of the projects.
21 DATED this 12" day of September 2012.
22 Respectfully submitted,
23

s/Jason W. Jones
24 Jason W. Jones, #00059
25 Assistant Attorney General
Of Attorneys for the Public Utility Commission

26 of Oregon Staff
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