ORDER NO. 1? 415

ENTERED  (OCT 1 6 2017
BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UG 334, UG 343

In the Matters of

NORTHWEST NATURAL GAS COMPANY ORDER
dba NW NATURAL,

Request for Amortization of Certain
Deferred Accounts Related to Gas Costs,
Schedules P, 162, 164 (UG 334), and

Revisions to Tariff Schedules to Reflect
the Combined Effects of Changes to
Rates (UG 343).

DISPOSITION: STAFF’S RECOMMENDATION ADOPTED

This order memorializes our decision, made and effective at our October 12, 2017 Special
Public Meeting, to adopt Staff’s recommendation in this matter. The Staff Report with the
recommendation is attached as Appendix A.

Dated this & b' day of October, 2017, at Salem, Oregon. A7
" Lisa D. Hardie _) Stephen M. Bloom
Chair @ Commissioner

NN Q& LK oa
N};egan W. Decker @:\
Commissioner

W

\PXY

A party may request rehearing or reconsideration of this order under ORS 756.561. A request
for rehearing or reconsideration must be filed with the Commission within 60 days of the date
of service of this order. The request must comply with the requirements in OAR 860-001-
0720. A copy of the request must also be served on each party to the proceedings as provided
in OAR 860-001-0180(2). A party may appeal this order by filing a petition for review with
the Circuit Court for Marion County in compliance with ORS 183.484.
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ITEM NOS. 2 and 3

PUBLIC UTILITY COMMISSION OF OREGON
STAFF REPORT
PUBLIC MEETING DATE: October 12, 2017

REGULAR _X CONSENT EFFECTIVE DATE November 1, 2017
DATE: October 12, 2017
TO: Public Utility Commission §})
( ;jg\ _\J_t,"”l N f'/'j;,
FROM: Deborah Glosser and Lisa Gorsuch

g /!
THROUGH: Jason Eisdorfer and JP Batma/Ie' J

SUBJECT: NORTHWEST NATURAL: (Docket No. UG 334/Advice No. 17-12)
Reflects changes in the cost of purchased gas, amortization of deferred
gas costs, and the combined changes associated with the annual

Purchased Gas Adjustment (PGA) filing.

NORTHWEST NATURAL: (Docket No. UG 343/Advice No. 17-15)
Revises tariff rate schedules to reflect the combined effects of changes to

rates.

STAFF RECOMMENDATION:

Staff recommends that Northwest Natural Gas’s (NVWN or Company) Docket
No. UG 334/Advice No. 17-12A% be approved, with an effective date of November 1,
2017, along with the associated tariff revisions in Docket No. UG 343/Advice No. 17-15.

DISCUSSION:

Issue

Whether the Commission should approve NWN'’s 2017 annual PGA along with the tariff
sheet revisions proposed by the Company in Docket No. UG 334/Advice No. 17-12A

and Docket No. UG 343/Advice No. 17-15.

T NWN filed an update to Docket No. UG 334/Advice No. 17-12, which is identified as Docket
No. UG 334/Advice No. 17-12A. The A indicates that the filing has been amended.
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Applicable Rule or Law

ORS 757.210 authorizes the Commission to establish the rates charged by public
utilities. ORS 757.259(5) authorizes the Commission to allow a utility to amortize costs
deferred under an automatic adjustment clause. The amortization is subject to the
Commission’s determination the costs were prudently incurred. Under ORS 757.259(6),
the overall average rate impact of the amortizations authorized under ORS 757.259 in
any one year may not exceed three percent of the utility's gross revenues for the
preceding calendar year. OAR 860-027-0300 sets forth additional requirements and
procedures related to deferred accounting.

The Purchase Gas Adjustment (PGA) mechanism was established by the Commission
in 1989 and guidelines were first set forth in Order No. 09-248 (Docket UM 1286) (PGA
(Guidelines). Since then, in Order No. 11-196, the Commission adopted Natural Gas
Portfolio Development Guidelines (Portfolio Guidelines) and in Order No. 14-238 the
Commission adopted its most recent version of the PGA Guidelines.

To determine prudence the Commission reviews the Company's actions, based on all
that the Company knew or should have known at the time, to determine whether the
actions were reasonable and prudent in light of the circumstances, which then existed.?

Analysis

On July 28, 2017, NWN filed its annual PGA requesting rate changes related to natural
gas commodity purchases and the costs to deliver this gas to NWN's system for the
upcoming gas year (a "gas year” runs from November 1 to October 31 of the following
calendar year). NWN provided an updated filing on September 15, 2017. The PGA is
filed to adjust rates yearly based upon:

(1) A Forward Looking Portion: An estimate of the commodity, pipeline, and storage
costs — collectively referred to as the purchased cost of gas — for the upcoming gas year
using projections for the price of natural gas and customer usage; and

(2) A Backward Looking Portion: A true-up of balances in deferral accounts due to
the inevitable imperfect projection of costs and usage in last year's PGA filing that
resulted in over/under-collection relative to those projections.

¢ In re PacifiCorp, Order No. 12-493,
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This Staff memorandum discusses: (1) the forward looking portion; (2) the backward
looking portion; and (3) the overall revenue and rate impacts of combining these two
segments with non-gas cost components for the 2017-18 gas year.

Forward Looking - Projected Purchased Gas Costs 2017-2018 PGA Year

There are two main components that together make up the purchased cost of gas:
{(a) commaodity costs; and (b) demand costs, Commodity costs are the cost of the
natural gas itself for delivery at specified trading hubs at specific times and demand
costs are the cost of pipeline capacity and per unit of gas pipeline transport rates that
allow NWWN to transport its gas purchases to its own system (city-gate) at the time it is

needed.

NWN proposes a decrease of $15,137,099 in gas commodity cost compared to that in
its 2016 PGA. The decrease is in the gas cost per therm (WACOG or weighted average
cost of gas). The change in total purchased gas cost is derived by comparing the 2017
customer load forecast with the 2016 cost per therm. This calculation shows the
forecasted gas rate change when holding the gas cost constant from 2016 to 2017.
NWN proposes a decrease in demand cost from that in the 2016 PGA of approximately
two percent {$1,370,387). The fotal gas commodity and demand cost change compared
to the 2016 PGA is a decrease of approximately five percent ($16,507,486). These
changes are approximate due to the use of forecasted loads and gas costs, and are
driven primarily by changes in anticipated customer demand from the prior year, as a
consequence of weather and related use forecasting.

Staff reviewed NWN's forecasted commodity and demand costs to determine whether
NWN complied with the Commission’s Natural Gas Portfolic Development Guidelines

(Portfolio Guidelines).?

Accepted "best practices” for purchasing natural gas supply by l_ocal Distribution
Companies (LDC) is porifolio construction that balances the objectives of reliability,
cost, and price volatility using the tools of diversity, flexibility, and balance. The Portfolio
Guidelines implement these “best practices” for Oregon LDCs. The Portfolio Guidelines
also require each gas utility to include certain information related to its gas supply
portfolio with its annual PGA filing. This information assists the Commission in
determining the prudence of the LDC’s costs.

3 The "Natural Gas Portfolic Development Guidelines” and "PGA Filing Guidelines” were initially
acknowledged by the Commission in Order No, 09-248 and inltlally corrected in Order No. 09-263. The
current Guidelines were acknowledged by the Gommission in Order No.11-196.
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NWN's portfolio preparation and planning process meets the standards in Section Ill of
the Portfolio Guidelines related to portfolio planning, as do NWN's physical gas
contracts and financial {ransactions relating to natural gas pricing. NVWWN has also
demonstrated its adherence fo the guidelines with regard to natural gas supplies and
financial hedges. In addition, NWN has provided all the information called for in Order
No. 11-196 in Section IV (Information and Workpapers), and Section V (Supporting
Data and Analysis) of the Portfolio Guidelines. NWN's planned supply portfolio, both
physical and financial, is presented in Table 1.

Table 1: NW Natural Gas Supply Portfolio for 2017-2018 PGA Year

Resource Percentage in Portfolio
Pipeline deliveries of natural gas 78.7%
Storage deliveries of natural gas 21.3%
Encana Gas Reserves 0.0%

Overall, NWN's target this year is to financially hedge the prices of approximately

49 percent of its expected annual sales requirements for the upcoming 12-month period
commencing November 1st. Gas reserves are expected to account for another

6 percent of hedge volumes, Storage gas (which is purchased on the spot market) will
account for another 19 percent, and local Mist gas production (which is indexed to our
average gas purchase cost) adds another 1 percent. The remaining 25 percent of our
annual purchase volumes, when combined with purchases for storage, means about
45 percent of NW Natural's total volumes are purchased on an unhedged basis.

Spring Earnings Review

Each year, Oregon LDCs make an annual election for the upcoming PGA Year
beginning November 1st whether to choose 90/10% sharing or 80/20 sharing with a
corresponding earnings review threshold. For the 2016-2017 PGA year, NWN elected a

90/10 sharing on September 8, 2017.%

4 Sharing of the variance batween the LDC's WACOG included in its rates and its actual WACOG.
For example, 90/10 designates 90 percent of the variance wili be deferred for subsequent charge or credit
to customers, and 10 percent is absorbed or retained by the LDC. See Order No. 08-504 at 17,

5 The election is filed annually in Docket No. UM 1286 in compliance with Order No. 11-196 and

Order No. 08-504.
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Backward Looking - True Up of Gas Commodity Costs for 2015-2016 PGA Year

Just as natural gas prices and demand are projected for the 2017-18 gas year in this

year's PGA to determine rates, they were projected in previous years’ PGAs to
determine rates in those gas years as well. Due to a humber of factors including natural

gas price volatility, weather, and the overall economy, these projections did not match
exactly actual experience so actual revenues collected did not equal those that were

estimated.

NWN proposes to true-up its commaodity and non-commodity deferred account
amortization in effect since November 1, 2016, and that projected for the 2017-2018
PGA period. The net effect of this portion of the filing is to decrease the Company’s
annual revenues by $15,215 592, or about -2.36 percent; the effect of removing the
Account 191 temporary adjustments placed into rates November 1, 2016, is an increase
of $408,763; and the effect of applying the new Account 191 temporary rate
adjustments for the amortization of gas costs deferred under Docket No. UM 1496 is a

decrease of $15,624,355.

Overall Rate and Revenue lmpact

A summary of the proposed tariff changes for NWN'’s major rate schedules is shown in
Attachment A® shows the rates the Commission has approved for NWN’s residential
customers on Rate Schedule 2 between 2008 and 2017, the current proposal.

Table 2: Residential Rates 2008 — 2017 {Proposed)
Date Customer Rate Per Percentage

Charge Therm?’ Change®

November 2008 $6.00 $1.39742 14.12%

January 2008 $6.00 $1.39384 -0.26%

November 2009 $6.00 $1.14047 -18.18%

November 2010 $6.00 $1.10644 -2.98%

November 2011 $6.00 $1.08786 -1.68%

November 2012 $8.00 $0.97306 -10.55%

8 Attachment A was submitted by NWN along with its Supplemental filing to Docket

No. UG 334/Advice No. 17-12A on September 15, 2017.
7 This rate does not include pass-through charges included on customer bills that utilities are required

to coltect and distribute such as franchise fees or the Public Purposes Charge.
8 The percentage change reflects only the change in the rate per therm, and does not include the

effact of the monthly customer charge on the bill,
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November 2013 $8.00 $0.99317 2.07%
November 2014 $8.00 $1.01330 2.03%
November 2015 $8.00 $0.93513 -7.71%
November 2016 $8.00 $0.90723 -2.98%
November 2017 $8.00 $0.83850 -4.80%

Table 3: Change in Annual Revenues

PGA Gas Cost Change -$16,507,486
Gas Cost-related Amortizations $ 408,763
Non Gas Cost-related Amortizations -$16,624,355
Permanent Base Rate Increment $ 0

Total Proposed Change® -$31,723,078

Three Percent Test

The gas cost related amortizations in this filing are included in the calcuiation of the-
three percent test pursuant to ORS 757.259(6), which restricts the overall annual
average rate impact of amortizations authorized under the statute fo three percent of the
natural gas utility's gross revenues for the preceding calendar year. For the upcoming
gas year, NWN is asking to amortize ($4,000,390). During the last calendar year NWN
gross revenues were $607,209,577. Therefore, NWN is seeking to amortize amounts
equal to (3.4) percent of the previous year's gross revenues, which meets the three
percent threshold. See Attachment C'° for a more detailed accountmg of amortizations
and the three percenf test.

Conclusion

This 2017 PGA Filing reflects a revenue decrease of $15.2 million, or approximately
2.36 percent effective November 1, 2017, due to gas costs (Purchased Gas Cost
Adjustment Provision; Schedule 164) and amortization of previous deferrals (Gas Cost
Differences; Schedule 162), Combhining the impact of this filing with the seven other
regulatory filings filed on July 28, 2017 (i.e., Schedule 172, Infervenor Funding, Advice

? See Attachment B and CA1, CA2, CA3, CA4, CAB, CAB, and CA7 for details. Attachment B was
submitted by NWN along with its Supplemental filing to Docket No. UG 334/Advice No. 17-12A on
September 15, 2017,

10 Attachment C was submitted by NWN along with its Supplemental filing to Docket
No, UG 334/Advice No. 17-12A on September 15, 2017.
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No. 17-05: Schedule 188, Industrial DSM Cost Recovery, Advice No. 17-09; Margin
Normalization (Decoupling), No. 17-10; Schedule 195, Weather Adjusted Rate
Mechanism (WARM) Program, Advice No. 17-11; Schedule 178, Residual Account
Balances, Advice No. 17-06; Schedule 183, Environmental Cost Recovery SRRM,
Advice No. 17-08; and Schedule 181, OR Regulatory Fee, Advice No. 17-07, results in

a revenue decrease of $41.15 million, or 6.4 percent.

PROPOSED COMMISSION MOTION:

Approve NWN'’s application requesting gas cost changes for commodity and
transportation, as proposed in Docket No. UG 334/Advice No. 17-12A, with an
effective date of November 1, 2017, along with the associated tariff revisions in

Docket No. UG 343/Advice No. 17-15.

NWN Docket No. UG 334/Advice No. 17-12A, and
NWN Docket No, UG 343/Advice No. 17-15

Appendix A
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NW Natural

Rates & Regulatory Affairs

2017-18 PGA - Oregon: September Filing

Attachment A: Incremental Revenue Change by Rate Schedule

- % Change by % Conirbution
Rate Schedule Description T°*:L§g’f;‘;§ at Tm;:;;‘:::‘f o Tot range i “Rate %o Tatal
Schedule Chiange

1

2 2 Residential Sales $ 163,680,320 4 139,387,865 $ {24,302, 454) -14.8% 58.50%
3 3C Small Commerdal Firm Sales $ 81,455,297 3§ 70,865,924 §  (10,789,273) -13.2% 26.41%
4 3 Small Industrial Firm Sales 3 2199603 % 1,968,694 $ {232,808) ~10.6% 0.57%
5 27 Residentizl Heating Dry Out ! % 545,540 $ 476,749 % (89,791) -12.8% 0.17%
5 31CFS Mid-~size Commercial Frm Sales % 13067467 % 11,713,737 & (1,353,730) -10.4% 331%
7 31CFT Commercial Firm Transportation $ 38,310 % 22,733 & Q5570 . ~40.7% 0.04%
8 311F5 Mid-size Indusirial Firm Sales LS 6,055,392 % 5,430,678 ¢ (624,718) ~10.3% 1.53%
g 31IFT Industriat Firm Transporiation S 3355 & 2,131 3% 1,229 -36.5% 0.00%
ic 32CFs Large Commetcial Firm Sales 3 15,995,658 & 15,255,033 & (1,740,625) -10.2% 4.26%
11 22IFS Large Industria! Firm Sales $ 5784551 §% 5,195,625 4 (588,92€) -10.2% 1.44%
12 32FT Large Cormim/Indus Firm Trangportation s 233,885 140883 3 (93,002) -39.8% 0.23%
1% 32005 Commerciad Intetruptible Sales $ 7,638,618 % 7,213,524 ¢ (405,005) -5.3% 0.99%
14 3208 Industrial Internsxible Sales 3 8761654 4 8,271,382 3 {520,272) -5.3% 197%
18 3T Interruptible Transportation 3 260888 & 153,062 $ {109,825) 42.1% 0.27%
16 33 High Volurne Non-Residential $ . - 3 - 0.0% .00%
17

18 $ 307741538 & 266,894,022 $ {40,847,5173 ~13.27% 100.00%
1%

26 Note:
21 [1] Revenue at "Current™ does not reflect current revanues, but rether what the revenues would be if existing rates continued to be
22 in affect during the upcoming year (f.e. current rates times forecasted therrms). Thera are small differences with the Advice filings.
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NW Natural

Rates & Regulatory Affairs

2017-18 PGA - Oregon: September Filing
Attachment B: Incremental Revenue Change by Adjustment Schedule
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Revenue at Revanue at Change in % Contribution to Total

Tariff Current (1} Proposed Revenue Incremental Change
Schedule P - PGA Forecast $ 281,017,628 $ 264,435,226 ¢ (16,582,402) 40.54%
Schedule 162 - PGA Gas Cost Differences 3 {317,907) § (15,621,487) & {15,303,580) 37.41%
Schedule 172 - Intervenor Funding $ 203,443 3 83,905 & (114, 538) 0.28%
Schedule 178 - Residuat Deferral s - S {57,990) 8 (57,990) 0.14%
Schedule 181 - Oregon Regulatory Fes 5 178,964 % 281,899 8 112,935 -0.28%
Schadyle 183 - SRRM Adjustment S 10,314,810 S 6,400,030 S (3,914,779} 9.57%
Schadule 188 - Industrial DSV $ 3,354,435 $ 3,879,467 [ 525,032 -1.28%
Schedule 190 - Decoupling $ 12,990,166 3 12,380,657 5 (6G9,509) 1.45%
Schedule 185 - WARM S - $ (4960,677) § {4,960,677) 12.13%
Total $ 307,741,539 $ 266,236,032 S (40,5905,507) 100.00%
Note:

[1] Revenue at "Current” does not reflect current revenues, but rather what the revenu es would be
if existing rates continued to be in effect during the upcomi ng year (I.e. current rates times forecasted
therms). There aresmall differences with the Advice filings.

Ve
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NW Natural

Rates & Regulatory Affairs

2017-18 PGA - Oregon: September Filing
Attachment C: 3% Test
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Surcharge Credit
2017-2018 PGA Gas Cost True-
Up {15,624,355)
Non-Gas Cost Amortizations
WARM {4,959,640)
Residual Deferral (55,770)
Intervenor Funding 89,497
Oregon Regulatory Fee 290,836
Industial DSM 3,880,011
Becoupling 12,379,031
Subtotai 11,623,965 (15,624,355)
Total (4,000,390}

Total Proposed Amortization
less:
Intervenor Funding
Industrial bsm*
Decoupling’

Net Proposed Amortizations (subject to the 3% test)

Utility Gross Revenues (2016) *

344 of Utility Gross Revernues
Allowed Amartization

Allowed Amortization as % of Gross Revenues

Notes:

(4,000,390)

(89,497)
(3,880,011)
(12,379,031)

(20,348,929)

18,216,287
(20,348,929)

-3.4%

1 pmortizations of the deferral are not subject to the 3% test pursuant to ORS 757,259 as they are

atitomalic adjustment clauses,

2 Unadjusted general revenues as shown in the most recent ROO.
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