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I. 	INTRODUCTION 

11 	Pursuant to ALJ Pine's Prehearing Conference Memorandum dated June 26, 

12 2014, the Northwest Industrial Gas Users ("NWIGU") submit this Closing Brief. 

13 	NWIGU's Pre-Hearing Brief and Post Hearing Brief urged the Public Utility 

14 Commission of Oregon ("Commission") to take the following actions in this proceeding: 

15 (1) adopt the proposal set forth by the Citizens' Utility Board of Oregon ("CUB") to 

16 temporarily continue the current 20/80 sharing mechanism for revenue from NW Natural 

17 Gas's ("NW Natural" or "Company") Interstate Storage Services, until such time as a 

18 more-detailed cost analysis can be performed; (2) acknowledge that ratepayer assets are 

19 necessary to NW Natural's Optimization activities, and increase the sharing of revenue 

20 from those activities accordingly; and (3) adopt the position set forth by Commission 

21 Staff ("Staff") and CUB to require all income earned from the optimization of ratepayer- 

22 owned assets to be included in NW Natural's Results of Operations ("ROO") filed 

23 annually with the Commission. 

24 	The arguments presented by NW Natural and Staff in their post-hearing briefs 

25 essentially assert that the Commission should maintain the status quo with respect to the 

26 two sharing mechanisms at issue in this proceeding. Those assertions, however, are 
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based solely on policy considerations. Even in the face of those assertions, NWIGU 's 

recommendations that the Commission revise the sharing mechanisms so that they are 

fact-based and reflect the true value of customers' and shareholders' contributions remain 

unchanged. With respect to including optimization revenue in NW Natural's ROO, the 

Company stands alone in its opposition to making the change Staff requested. NWIGU 

continues to believe that the Company and CUB make the more compelling argument 

and that income earned using ratepayer-owned assets is "utility income" for purposes of 

the Company's ROO. 

When considering the disputed issues in this docket, NW Natural carries the 

burden of persuasion. NW Natural argues to the contrary, asserting that because this case 

is not a rate proceeding under ORS 75 7.2 10, that the burden is on any other party that 

desires a change from the status quo.' That argument wholly ignores the fact that this 

docket, as NW Natural acknowledges, is an extension of its last general rate case in 

Docket UG 221 •2  There is no reasonable basis for NW Natural to shift the burden of 

persuasion to other parties simply because the parties agreed to isolate a single issue for 

individual consideration. 

II. CLOSING ARGUMENT 

A. Revenue Sharing from Interstate Storage Services 

The dispute before the Commission with respect to the sharing of revenue from 

Interstate Storage Services comes down to one question: Does the Commission have an 

adequate basis for continuing the status quo and allowing the Company to share 20% of 

the revenue while retaining 80% of the revenue for shareholders. 

While the Company and Staff urge the Commission to keep the status quo, CUB 

and NWIGU argue that the Commission should keep the 20/80 sharing mechanism for 

'NW Natural's Post Hearing Brief, 24:12. 
2 NWN/100 White/I at line 14. 
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1 only a limited amount of time and conduct a cost-based analysis to identify all shared 

2 facilities and resources that make the Interstate Storage Services possible. An important 

3 distinction between the parties' positions is that the Company and Staff present positions 

4 that rely on unquantified factors, whereas CUB and NWIGU seek a fact-based, analytical 

5 approach for guiding the equitable sharing of revenue in the future. 

6 
	

The Company argues that the 80% shareholders retain is reasonable because 

7 shareholders bear development and price risks associated with providing Interstate 

8 Storage Service. 3  Staff similarly argues that it is the risk involved that justifies keeping 

the sharing percentages unchanged. 4  NWIGU does not disagree that the Company's 

10 shareholders bear risk from providing Interstate Storage Services. However, the presence 

11 of some risk does not compel a conclusion that aprecise 80% of the revenue is necessary 

12 to compensate for that risk. Nor does continuing with the status quo address the very real 

13 fact that shareholder risk has likely dissipated to some degree over time. What no party 

14 disputes is the fact that the current 20/80 sharing mechanism exists as the result of an 

15 informal agreement by the Company, Staff, and stakeholders - an agreement made before 

16 NW Natural started actually providing Interstate Storage Services and before the full 

17 value of those services, or the costs and risks incurred to provide those services, could be 

18 known. That informal agreement no longer exists and CUB and NWIGU rightly question 

19 how the Commission can quantify the various risks and benefits that are associated with 

20 providing Interstate Storage Services. Until such quantification takes place, the current 

21 20/80 sharing is nothing more than a guess and, NWTGU believes, insufficient for 

22 ensuring that the Company's resulting rates are fair, just and reasonable. 

23 
	

Finally, NWIGU notes an inconsistency in the Company's opposition to 

24 conducting any sort of cost analysis for informing how revenue ought to be shared. On 

25 

26 
	NW Natural's Post-Hearing Brief, 21:9. 

Staff Opening Post Hearing Brief, 5:5. 
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the one hand, the Company has argued that such an analysis would actually justify the 

Company sharing no revenue with customers. On the other hand, the Company expresses 

concern that a cost of service model would be a "radical departure" from the original 

framework of the sharing mechanism and would "distort the economic incentives" for 

future investments in Mist. It is difficult to square these two points of view, because if 

6 the analysis actually justified no sharing to customers, the economic incentive for 

7 shareholders to invest in Mist would actually increase. 

8 
	

In summary, the analysis NWIGU supports will allow the Commission to take 

9 into account the fact that business conditions have changed since NW Natural began 

10 offering Interstate Storage Services. Further, the Commission needs an opportunity to 

11 identify the various components of NW Natural's system that drive the costs and 

12 revenues associated with Interstate Storage Services, and to definitively identify all 

13 shared facilities and resources that make Interstate Storage Services possible. These 

14 analyses are the only way the Commission can be informed and determine whether the 

15 split in revenue between ratepayers and shareholders is equitable. 

16 
	

B. Ratepayer Assets Used in Optimization Activities 

17 
	

NWIGU urges the Commission to revise Schedule 186 to reflect the fact that the 

18 Company's Mist Optimization activities rely primarily on the use of ratepayer-owned gas 

19 that is currently allocated to Interstate Storage Services. 

20 
	

NW Natural's Optimization activities include, but are not limited to, the sale and 

21 trading of excess gas and portfolio optimization in the form of exchanges of gas 

22 commodity contract purchases at different trading locations. 5  With the apparent 

23 exception of a small amount of cushion gas owned by interstate storage customers, 6  the 

24 
NWN/100, White/6 lines 5-9. 

25 
6  NWIGU recognizes that the arguments in its earlier Post Hearing Brief could be read in a way to imply 
that all gas, including the cushion gas, used in the Optimization activities is customer-owned. NWIGU 

26 accepts the fact that some of the cushion gas required for Optimization may be owned by interstate storage 
customers as described by NW Natural. 
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1 only gas that NW Natural has a right to use for such activities is the gas owned by its 

2 utility retail ratepayers. 7  However, the Optimization activities that rely on use of that 

3 ratepayer asset are treated as if the gas is largely a non-utility asset. This allocation, 

4 which is based on deliverability, results in revenue from that portion of Optimization 

5 activities being shared with ratepayers using the lower 20/80 sharing split rather than the 

6 higher 67/33 sharing split. 

7 
	

A dispute remains in this proceeding whether NW Natural's allocation based on 

8 deliverability is a reasonable method for determining how much of the revenue from the 

9 Company's Optimization activities should be shared with customers at the higher 67/33 

10 split. Regardless of the allocation the Commission thinks is reasonable, the parties other 

11 than the Company all agree that more sharing with customers is warranted. CUB, for 

12 example, disagrees with the Company's reliance on deliverability and argues that the role 

13 of deliverability is unclear  and merely the allocation that is most favorable to 

14 shareholders. 9  CUB, too, points out that only core customer gas can be used for 

15 optimization' °  and, therefore, that customers should receive much greater sharing in the 

16 revenue from those activities. Even Staff, which argues that the actual sharing 

17 percentages should remain unchanged, does so in part because of its other 

18 recommendation that adding Optimization revenue to the Company's ROO will likely 

19 result in increased sharing with customers' and is therefore a middle ground between the 

20 positions of NW Natural and CUB. 12 

21 

22 

23 

24 

25 

26 

CUB/100, Jenks-McGovern/16 lines 7-11. 
8  CUB's First Post-Hearing Brief, 8:13. 

CUB's First Post-Hearing Brief, 10:10. 
10  CUB's First Post-Hearing Brief, 15:12 

Staff Opening Post Hearing Brief, 5:20. 
12  Staff Opening Post Hearing Brief, 5:22. 
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1 
	

The primary consideration for the Commission regarding the sharing of 

2 Optimization revenue should be the fact that without the physical gas that belongs to 

3 customers, there would be no optimization activities. Because NW Natural's Mist 

4 Optimization activities rely so heavily on a ratepayer asset (the physical gas), Schedule 

5 186 should be revised to acknowledge the value ratepayers have provided to those 

6 activities and revenue from those activities should therefore be shared with ratepayers at 

7 a higher percentage than Schedule 186 currently provides. 

8 
	

C. Appropriate Treatment of Revenue in Results of Operations Filings 

9 ' 	 The record in this docket demonstrates that NW Natural fails to report all utility 

10 income in its ROO filed annually with the Commission. For the reasons stated in its 

11 Prehearing Brief and its Post-Hearing Brief, NWIGU urges the Commission to adopt the 

12 positions of Staff and CUB that all income earned using ratepayer-owned assets is "utility 

13 income" for purposes of the Company's ROO. 

14 I/I 

15 I/I 

16 I/I 

17 I/I 

18 I/I 

19 

20 I/I 

21 

22 

23 I/I 

24 I/I 

25 I/I 

26 I/I 
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III. CONCLUSION 

For the reasons stated, the Commission should: (1) adopt CUB's proposal to 

temporarily continue the current 20/80 sharing mechanism for revenue from NW 

Natural's Interstate Storage Services, until such time as a more-detailed cost analysis can 

be performed; (2) acknowledge that ratepayer assets are necessary to NW Natural's 

Optimization activities, and increase the sharing of revenue from those activities to 

customers accordingly; and (3) require all income earned from the optimization of 

ratepayer-owned assets to be included in NW Natural's ROO filed annually with the 

Commission. 

Dated this 7th day of August 2014 

Respectfully submitted, 

Chad M. Stokes, OSB No. 004007 
Tommy A. Brooks, OSB No. 076071 
Cable Huston LLP 
1001 SW Fifth Ave., Suite 2000 
Portland, OR 97204-1136 
Telephone: (503) 224-3092 
Facsimile: (503) 224-3176 
E-Mail: cstokes@cablehuston.com  

tbrooks@cablehuston.com  

Of Attorneys for the 
Northwest Industrial Gas Users 
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CERTIFICATE OF SERVICE 

I CERTIFY that I have on this day served the foregoing document upon all parties 

of record in this proceeding via electronic mail and/or by mailing a copy properly 

addressed with first class postage prepaid. 

Citizens Utility Board 
	

Northwest Natural 
Robert Jenks 
	

Mark R. Thompson 
G. Catriona McCracken 

	
220 NW 2d Avenue 

OPUC Dockets 
	

Portland, OR 97209 
610 SW Broadway, Suite 400 

	
mark.thompson@nwnatural.com  

Portland, OR 97205 
	

efilingnwnatural.com  
bob@oregoncub.org ; 
catrionaoregoncub.org ; 
dockets@oregoncub.org  

McDowell Rackner & Gibson, PC 	Public Utility Commission 
Lisa F. Rackner 	 Erik Colville 
419 SW 11th Ave., Suite 400 	 P0 Box 2148 
Portland, OR 97205 	 Salem, OR 97308-2148 
dockets@mcd-law.com 	 erik.colville@state.or.us  

PUC Staff - Department of Justice 
Jason W. Jones 
Business Activities Section 
1162 Court Street, NE 
Salem, OR 97301-4096 
jason.wjones@state.or.us  

Dated this 7th day of August, 2014 

Chad M. Stokes, OSB No. 004007 
Tommy A. Brooks, OSB No. 076071 
Cable Huston LLP 
1001 SW Fifth Ave., Suite 2000 
Portland, OR 97204-1136 
Telephone: (503) 224-3092 
Facsimile: (503) 224-3176 
E-Mail: 	cstokes@cablehuston.com  

tbrooks@cablehuston.com  

Of Attorneys for 
Northwest Industrial Gas Users 
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