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$200,000,000 of Five-Year Notes|ssued in Connection therewith,
Congtituting a Back-Up Line of Credit for the Commercial Paper Program.

Submitted herewith for filing is the above-referenced application. If you have any

questions regarding this matter or require any additional information, please contact me
at (503) 220-2435 or Steven Feltz at (503) 220-2345.

Enclosure

Cc w/Encl.:

Very truly yours,
/s/ Shawn M. Filippi

Shawn M. Filippi

Steven P. Feltz
Margaret D. Kirkpatrick
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BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

In the Matter of the Application of

NORTHWEST NATURAL GAS COMPANY APPLICATION
for an Order Authorizing Lines of Credit with
Five Commercial Banks and $200,000,000 of
Five-Year Notes Issued in Connection
therewith, Constituting a Back-Up Line of
Credit for the Commercial Paper Program

Docket No. UF

R T g Sy

Northwest Natural Gas Company (“NW Natural” or “the Company”)
hereby applies to the Public Utility Commission of Oregon (*OPUC” or “the
Commission”), pursuant to ORS 757.410 and 757.415 and OAR 860-027-0030, for an
order authorizing NW Natural’s proposed lines of credit with five commercial banks
along with $200,000,000 of five-year notes (the “Five-Year Notes”) and other ancillary
documents issued in connection therewith, all of which back up the Company’s
commercial paper program (the ‘Five-Year Facility”).

|. Application for Authorization

The following information is furnished in support of the Application for an
order authorizing the Five-Year Facility, following the format of OAR 860-027-0030.

(1)}(a) Name and Address. The exact name of the Applicant and the

address of its principal business office are as follows:

Northwest Natural Gas Company
220 NW Second Avenue
Portland, Oregon 97209
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taws of the State of Oregon. The Company was incorporated Jan. 10, 1910 and its
duration is perpetual. It has duly qualified and is authorized to transact its business in
the State of Washington and is in good standing as a foreign corporation under the
laws of that State.

(1)(c) Person Authorized to Receive Notices. The name and address of

the person authorized, on behalf of the Company, to receive notices and
communications in respect to this Petition is:

C.J. Rue, Secretary

Northwest Natural Gas Company
220 NW Second Avenue
Portland, Oregon 97209

The Company respectfully requests that the Commission send copies of
all such notices and communications to:
Shawn M. Filippi
Associate Counsel
Northwest Natural Gas Company
220 NW Second Avenue
Portland, Oregon 97209

(1)(d) Principal Officers. The names, titles and addresses of the

principal officers of the Company are:

Mark S. Dodson President and Chief Executive 220 NW Second Avenue
Officer Portland, Oregon 97209
Michael S. McCoy Executive Vice President * ¢ *

Margaret D. Kirkpatrick Vice President and
General Counsel

Gregg S. Kantor Senior Vice President, Public and . “ i
Regulatory Affairs

David H. Anderson Senior Vice President and Chief . “ “
Financial Officer

L.ea Anne Doodolittle Vice President, Human Resources “ « “

Stephen P. Feltz Treasurer and Controller “ «“ s

C.J. Rue Secretary and Assistant Treasurer “ “ «
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(1)(e) General Character of the Business. The Company is engaged

principally in the business of distributing and selling natural gas to residential,
commercial, institutional and industrial customers in various cities and unincorporated
areas in 15 counties in the State of Oregon and three counties in the State of
Washington. A map of the Company’s service territory is attached as Exhibit AA.

(1)(f) Capital Stock. As of June 30, 2005, the date of the balance sheet

submitted herewith, the authorized and outstanding capital stock of the Company was
as follows:

Preferred Capital Stock: authorized, 1,500,000 shares, without par value; none
issued and outstanding.

The Preferred Stock is entitled in preference to the Preference Stock and
Common Stock to cumulative dividends at the applicable rate for each series,
which are pari passu; and is entitled in preference to the Preference Stock and
the Common Stock, upon voluntary liquidation, to the amount of the stated value
per share plus accumulated dividends; and upon voluntary liquidation, to the
then applicable redemption prices plus accumulated dividends.

None of the Preferred Stock is held in the treasury or as reacquired securities;
none is pledged by the Company; none is held by affiliated interesis; and none is
held in any fund owned or controlied by the Company.

Preference Capital Stock: authorized, 2,000,000 shares, without par
value; none issued and outstanding.

The Preference Stock is entitled in preference to the Common Stock to
cumulative dividends at the applicable rate for each series, which will be pari
passu with future series, and distributions upon liquidation, but subordinate to
cumulative dividends, purchase and sinking fund payments, and distributions
upon liquidation with respect to the Preferred Stock.

None of the Preference Stock is held in the treasury or as reacquired securities;
none is pledged by the Company; none is held by affiliated interests; and none is
held in any fund owned or controlled by the Company.

Common Capital Stock: authorized, 680,000,000 shares, par value $3 1/6
per share; issued and outstanding, 27,563,685 shares; reserved for future issue
to employees under the Company's Employee Stock Purchase Plan, 106,699
shares; reserved for future issuance to common shareholders under the
Company's Dividend Reinvestment and Stock Purchase Plan, 925,785 shares;
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reserved to accommodate the Restated Stock Option Plan (formerly the 1985
Stock Option Plan), 1,560,149 shares; reserved to accommodate conversions of
the 7-1/4% Convertible Debentures, 273,792 shares; and reserved {0
accommodate purchases of shares of Common Stock pursuant to the exercise
of Rights under the Rights Agreement dated as of February 27, 1996, 3,000,000
shares.

The Common Stock is entitled to dividends when and as declared by the Board
of Directors subject to the preferences of the Preference Stock and the Preferred
Stock outlined above, and subject to the restrictions, if any, of the Company's
Mortgage.

Generally, only the Common Stock has voting rights, subject to the special voting
rights of the Preference Stock and the Preferred Stock, if any. Holders of
Common Stock are entitled to cumulative voting for the election of directors.
None of the Common Stock is held in the treasury or as reacquired securities;
none is pledged by the Company; none is held by affiliated interests; and none is
held in any fund owned or controlied by the Company.

(1)(g) Long-Term Debt. As of June 30, 2005, the date of the balance
sheet submitted herewith, the classes and series of long-term debt or notes of the
Company were as follows (the principal amount includes sinking fund requirements (of
which there are none), and maturities due within one year, shown as current liabilities
on the balance sheet):

Authorized First Mortgage Bonds (including Secured Medium-Term

Notes), secured by a first mortgage lien on substantially all of the utility

property now owned, or hereafter acquired by the Company, and

unsecured debt, were outstanding in the amounts shown below, the
interest rate and maturity being shown in the title of each series:

ORIGINALLY
AUTHORIZED QUTSTANDING

MEDIUM-TERM NOTES

Secured Notes {First Mortgage Bonds):

6.340% Series B Due 2005 5,000,000 5,000,000
6.380% Series B Due 2005 5,000,000 5,000,000
6.450% Series B Due 2005 5,000,000 5,000,000
6.050% Series B Due 2006 8,000,000 8,000,000
6.310% Series B Due 2007 20,000,000 20,000,000
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6.800%
6.500%
4.110%
7.450%
6.665%
7.130%
8.260%
4.700%
7.000%
6.600%
8.310%
7.630%
9.050%
5.620%
7.720%
6.520%
7.050%
7.000%
6.650%
6.650%
7.740%
7.850%
5.820%
5.660%
5.250%

Series B Due 2007
Series B Due 2008
Series B Due 2010
Series B Due 2010
Series B Due 2011
Series B Due 2012
Series B Due 2014
Series B Due 2015
Series B Due 2017
Series B Due 2018
Series B Due 2019
Series B Due 2019
Series A Due 2021
Series A Due 2023
Series B Due 2025
Series B Due 2025
Series B Due 2026
Series B Due 2027
Series B Due 2027
Series B Due 2028
Series B Due 2030
Series B Due 2030
Series B Due 2032
Series B Due 2033
Series B Due 2035

CONVERTIBLE DEBENTURES

7-1/4%

(1)(h) Description of the Five-Year Notes. The securities covered by
this Application are unsecured notes with a term of five years with each of five banks, in
an aggregate amount of $200,000,000. The Five-Year Notes will be issued as of
Oct. 1, 2005 and mature on Sept. 30, 2010. The interest rates that would be applicable
to any loans under the Five-Year Notes are defined by formula in the Credit Agreement

with each bank. The Five-Year Notes are not convertible and have no voting privileges.

Series due 2012

10,000,000

5,000,000
10,000,000
25,000,000
10,000,000
40,000,000
10,000,000
40,000,000
40,000,000
22,000,000
10,000,000
20,000,000
10,000,000
40,000,000
20,000,000
10,000,000
20,000,000
20,000,000
20,000,000
10,000,000
20,000,000
10,000,000
30,000,000
40,000,000
10,000,000

15,000,000

9,500,000

5,000,000
10,000,000
25,000,000
10,000,000
40,000,000
10,000,000

40,000,000
40,000,000
22,000,000
10,000,000
20,000,000
10,000,000
40,000,000
20,000,000
10,000,000
20,000,000
20,000,000
20,000,000
10,000,000
20,000,000
10,000,000
30,000,000
40,000,000

10,600,000

4,241,000

None of the securities described above is held in treasury, or held as
reacquired securities, and none is held by affiliated interests.
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(1)(i) Description of the Proposed Transaction. NW Natural's primary

source of short-term funds is commercial paper notes payable. NW Natural issues
commercial paper under a Sales Agreement with Wells Fargo Bank.

The Company proposes to enter into credit agreements in the form
attached hereto (the “Credit Agreements”) with five commercial banks (Bank of America
N.A., JPMorgan Chase Bank, U.S. Bank National Association, Wells Fargo Bank and
Wachovia Bank), providing for committed ;:reciit lines to be used as back-up facilities for
the Company’s commercial paper borrowings. The aggregate amount of the proposed
Five-Year Facility is $200,000,000. Each bank individually will provide a $40,000,000
credit line. Under the terms of the Credit Agreements, NW Natural pays upfront fees
and annual commitment fees but is not required to maintain compensating bank
balances. The interest rates on borrowings under the lines of credi, if any, are based
on current market rates.

The Credit Agreements require that credit ratings be maintained in effect
at all times and that notice be given of any change in its senior unsecured debt ratings.
A change in NW Natural’s credit rating is not an event of default, nor is the
maintenance of a specific minimum level of credit rating a condition to drawing upon the
lines of credit. However, interest rates on any loans outstanding under the lines of
credit are tied to credit ratings, which would increase or decrease the cost of borrowing
under the lines of credit, if any, when ratings are changed.

The Credit Agreements do not include a “material adverse change” (MAC)
clause that would entitie the banks to terminate their lending commitments and
accelerate the maturity of any borrowings outstanding if there were a material adverse

change in the Company’s operations or financial condition. Instead, the Credit
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Agreements require that the Company maintain an indebtedness to total capitalization
ratio, as defined in the Credit Agreements, of 85 percent or less. Failure to comply with
this covenant would entitie the banks to terminate their lending commitments and to
accelerate the maturity of all amounts outstanding. The Company was in compliance
with this covenant in its current credit facility at Dec. 31, 2004 and June 30, 2005.

The maturity dates for any individual borrowings under the Five-Year
Facility would be September 30, 2010. However, the Company may prepay any Prime
Rate Loan or Fed Funds Rate Loan (each as defined in the Credit Agreements), in
whole or in part, without premium payment or penalty. The Company may prepay a
Negotiated Rate L.oan, a C/D Rate Loan or a LIBOR Loan (each as defined in the
Credit Agreements), but the Company will have to pay breakage and other fees if the
prepayment is at any time other than the last day of an applicable Interest Period, as
defined in the Credit Agreements.

The interest rates that would be applicable to any loans under the Five-
Year Facility are defined in Schedule | to the Credit Agreements (each Schedule | is
attached). The selections or definitions of interest rates are specified as a spread over
benchmark interest rates in effect from time to time, such as the prime rate or the
Adjusted London Interbank Overnight Rate (LIBOR). The spreads applicable to the
Company depend on the level of the Company’s credit ratings on unsecured long-term
debt as published by Standard & Poor's and Moody’s Investors Service, two nationally
recognized credit rating agencies. Under the proposed Credit Agreements, the
Company has selected LIBOR and Prime Rates as required interest rate options. The
banks must offer LIBOR and Prime Rate Loans if the Company decides to draw down

on the credit lines.
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Full terms of the lines of credit are set forth in the form of Credit
Agreement, the form of the Five-Year Note and the Schedules |, applicable to each of
the five banks’ individual Credit Agreements, forms of each of which is attached to this
filing.

Fees for NW Natural's Five-Year Facility total $800,000, including
$700,000 in commitment fees (paid quarterly) and $100,000 in upfront fees (paid at the
outset of the five-year period). No arrangement fee is included because NW Natural is
proposing bilateral lines of credit as opposed to a syndicated loan facility. The cost
estimate for a syndicated loan facility would have increased the total cost to the
Company by at least $200,000. The average annual cost of the credit line is 8 basis
points (0.08 percent), or $160,000, which is 2 basis points lower than the average cost
of the Company’s existing 364-day credit line and 6 basis points lower than the average
cost of its existing three-year credit line, reflecting aggressive current market pricing due
to lender demand for strong investment grade borrowers. The Company believes these
fees are competitive for credit lines of this size and for a company with NW Natural's
credit profile (see attached table from JP Morgan for a list of recent comparable “A”
rated transactions).

The Company has not drawn down on its commercial paper back-up
credit facility in recent years, and there were no outstanding balances of borrowings
under the current NW Natural lines of credit as of December 31, 2004 or June 30,
2005.

Events of the past few years have caused the bank credit market to
tighten, resulting in credit facilities with shorter durations and higher fees. Traditionally

the Company’s shori-term lines of credit were effective for only 364 days, requiring
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renewal each year, The shorter term helped limit its cost, but it also exposed the
Company to annual renewal risk and annual re-pricing, and perhaps the risk of losing its
ability to sell commercial paper and to provide liquidity. The current market for five-year
facilities is very attractive, and the annual cost difference between a 364-day facility and
a five-year facility is negligible. As a result, the utility sector over the past 12 months
has been moving to more five-year deals in the bank market.

(A) Proposed Method of Selling/lssuing Securities. Consistent
with industry practice, the Company solicited proposals for the Five-Year Facility from
each of the five banks, all of which, with the exception of Wachovia, had been in the
credit line in the prior year. The Company proposed that the terms and conditions of
the credit lines would be as defined in the Credit Agreements, which had been used in
substantially the same form in the prior year. The Company asked each bank to submit
bids for the commitment fees and upfront fees that would apply to the Five-Year
Facility. Based on these bids, the Company negotiated fees and amounts of
participation in the lines so as to apply the same fees to each bank, while minimizing to
the extent practicable the total amount of the commitment fees.

(B) Pro Rata or Preemptive Rights. The Five-Year
Notes are not issued pro rata to existing holders of any other securities of the
Company, and are not subject to any preemptive right or in connection with any
liquidation or reorganization.

(C} Rationale for Issuance of Securities in Manner
Proposed. The Company's management and Board of Directors have concluded that it
is prudent to protect the Company’s cash liquidity position by securing credit

commitments from commercial banks for longer than the traditional 364-day period. It
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is crucial for NW Natural to have a committed source of short-term liquidity in case the
Company is unable to issue short-term commercial paper notes from time to time. The
proposed Five-Year Facility affords the Company with a more secure source of such
Hiquidity than would a 364-day commitment. Additionally, even in the event the
Company can utilize its commercial paper program, the Five-Year Facility reduces the
likelihood that the Company would be left without a back-up facility for its commercial
paper program, thus rendering the Company unabile to sell its commercial paper, and
perhaps unable to raise any short-term working capital. Dislocations in the financial
markets in the past few years have demonstrated that the time to ensure adequate
credit is when the market is stable or a company’s financial condition is strong, not
when either is facing a crisis. Securing a back-up line of credit for a company's
commercial paper program is customary in the industry.

(D) Competitive Bidding. No exemption from the
competitive bidding requirements of any federal or other state regulatory body has been
requested.

(1)(j) Fees for Services. Other than the upfront fees and commitment

fees payable to the banks (described in Section 1(i) above), no person or persons
(other than attorneys, accountants and similar technical services) were entitled to
receive a fee for services in connection with the negotiation or consummation of the
Five-Year Facility. The Company believes these fees are competitive for credit lines of
this size and for a company with NW Natural's credit profile (see Exhibit BB for JP
Morgan table of recent comparable “A” rated transactions).

(1)(k) Price and Proceeds. Borrowings under the Five-Year Facility, if

drawn, would be at the interest rates specified in the attached Schedules I. The only
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additional cost would be the upfront fees and commitment fees payable to the bank and
described in Section 1(j). No underwriting commissions or syndication fees are payable

to the banks. The Five-Year Notes are not issued directly for property.

(1X(1) Purposes for the Securities. The purpose of the Five-Year Facility
is to provide a committed source of short-term liquidity in case NW Natural is unable to
issue short-term commercial paper notes from time to time. The purposes for which
individual borrowings under the Five-Year Notes are proposed to be used, if and as
required, are to arrange for the construction, completion, extension, or improvement of
the Company's facilities; the potential repayment of maturing long-term obligations; the
reimbursement of the treasury for expenditures against which long-term securities have
not yet been issued; the discharging of current obligations; and to provide working
capital for the improvement or maintenance of utility service.

(m) Other Regulatory Requirements. A statement has been filed with

the Washington Ultilities and Transportation Commission establishing compliance with
RCW 80.08.040. No Registration Statement is required 1o be filed with the Securities
and Exchange Commission pursuant to the Securities Act of 1933.

(1)(n) Summary and Approval Standards. Based on the facts and for

the reasons stated herein, the Five-Year Facility as described in this Application is for a
lawful object within the corporate purposes of the Company; is compatible with the
public interest; is necessary and appropriate for and consistent with the proper
performance by the Company of service as a public utility; will not impair its ability to
perform such service; and is reasonably appropriate for such purposes. This

Application is not filed under ORS 757.495.
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(1){0) and (1){p) Other Requirements. The requirements of Rule 860-

27-0030(1){(o) and (1)(p) are not applicabie.
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REQUIRED EXHIBITS

Filed with this Application and Petition, as part hereof, are the following

Exhibits:

Exhibit A

Exhibit B

Exhibit C

Exhibit D

Exhibit E

Exhibit F

Exhibit G

Exhibit H

Exhibits J & K

A copy of the Company's Restated Articles of Incorporation,
as amended.

A copy of the Company's Bylaws, as amended.

A draft copy of the proposed resolutions to be adopted at the Board
of Directors meeting to be held September 21-22, 2005, relating to
the Company’s back-up line of credit. Shareholder approval is not
required. The Company will forward under separate cover a
certified copy of the final meeting minutes approving this
transaction.

A copy of the form of Credit Agreement for the Five-Year Facility
along with the documents ancillary thereto.

Balance Sheets of the Company at June 30, 2005 and Dec. 31,
2004, and financial notes thereto. The amounts of committed credit
represented by the Five-Year Notes are not recorded as obligations
on the Balance Sheet except to the extent that loans may be
outstanding from time to time under the Five-Year Facility.

A list of all known contingent liabilities, other than minor items such
as damages, claims and similar items involving relatively small
amounts,

Comparative Income Statements for the six months ended June 30,
2005 and the 12 months ended Dec. 31, 2004. (See Exhibit E for
financial notes). The credit amounts in the Five-Year Facility do not
have an effect on the Income Statements except to the extent that
the Company records interest expense on loans that may be
outstanding from time o time under the Five-Year Facility.

Consolidated Statements of Shareholders’ Equity and
Comprehensive income as of Dec. 31, 2004 showing an analysis of
surplus for that period. A similarstatement prepared for the quarter
ending June 30, 2005. (See Exhibit E for Financial Notes).

See Exhibit D for co-pies of the form of Credit Agreement for the
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Five-Year Facility along with documents ancillary thereto.
Exhibit AA Map of the Company’s service territories.

Exhibit BB JPMorgan table of recent comparable “A” rated transactions.

WHEREFORE, the Applicant respectfully requests that the Public Utility
Commission of Oregon enter an appropriate Order granting the within Application.
Dated at Portland, Oregon this ﬁday of September 2005.

NORTHWEST NATURAL GAS COMPANY

By _ Sk S
Stephen P. Feltz
Treasurer & Controller

STATE OF OREGON )
County of Multnomah )

Stephen P. Feltz, being first duly sworn, deposes and says that he is
Treasurer & Controller of Northwest Natural Gas Company, the Applicant in the
foregoing Application, that he has read said Application, including exhibits thereto,

knows the content thereof, and that the same are true to the best of his knowledge and

belief.

Stephef P. Feliz

Subscribed and swom to before me this/ & _ é day of September 2005.

Ww oz VV EAgis g
Nﬁtary Public for Oregon
My commission expires: J.zze &, A F

v

OFFICIAL SEAL
LINDA M. WARREN
NOTARY PUBLIC-OREGON
- COMMISSION NO, 381942
MY COMMISSION EXPIRES JUNE 21, 2008
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EXHIBIT A

A copy of the Company's Restated Articles of Incorporation, as amended.
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" RESTATED ARTICLES OF INCORPORATION

of

NORTHWEST NATURAL GAS COMPANY

as Filed and Effective June 24, 1988
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STATE OF OREGON
CORPORATION DIVISION

158 12th Street N.E.
Salem, OR 97310

Registry Number:
014302-14

RESTATED ARTICLES OF INCORPORATION
Business Corporation

1. The name of the corporation is Northwest Natural Gas Company.

2. A copy of the Restated Articles of Incorporation is attached.

3. The Restated Articles of Incorporation do not contain amendments which require shareholder
approval These Restated Articles were duly adopted by the Board of Directors.

Execution: . Robert L. Ridgley President
Signature Printed Name Title

Person to contact about this filing: C.J. Rue (503) 220-2411

Name Daytime Phone



e

RESTATED ARTICLES OF INCORPORATION
oF
NORTHWEST NATURAL GAS COMPANY

(These Restated Articles of Incorporation of Northwest Natural Gas Company supersede its theretofore
existing Restated Articles of Incorporation and all amendments thereto.)

ARTICLE]

. The name of this corporation is NORTHWEST NATURAL GAS COMPANY, and its duration shall be

perpetual.
ARTICLE 11

. The purposes of the corporation are to engage in any lawful activity for which corporations may be or-

ganized under the Oregon Business Corporation Act.

ARTICLE 11

. The aggregate number of shares of capital stock which the corporation shall have authority to issue is

33,500,000 shares, divided into 1,500,000 shares of Preferred Stock without par value, issuable in series as
hereinafter provided, 2,000,000 shares of Preference Stock without par value, issuable in series as
hereinafter provided, and 30,000,000 shares of Common Stock of the par value of $3-1/6 per share.

. Each certificate for shares of Common Stock of a par value other than $3-1/6 per share, so long as it re-

mains outstanding, shall evidence and represent an equal number of shares of Common Stock of $3-1/6
par value. Each certificate for shares of the 4.68% Series, 4.75% Series, 6.875% Series or 8% Series of
the Preferred Stock of the par value of $100 per share, so long as it remains outstanding, shall evidence
and represent, respectively, an equal number of shares of the $4.68 Serices, $4.75 Series, $6.875 Series or
$8 Series of the Preferred Stock, without par value.

. A statement of the preferences, limitations and relative rights of each class of capital stock of the corpo-

ration, namely, the Preferred Stock, the Preference Stock and the Common Stock, of the variations in the
relative rights and preferences as between series of the Preferred Stock and as between series of the Pref-
erence Stock, insofar as the same are fixed by these Restated Articles of Incorporation, and of the au-
thority vested in the board of directors of the corporation to establish series of Preferred Stock and
series of Preference Stock and to fix and determine the variations in the relative rights and preferences
as between series insofar as the same are not fixed by these Restated Articles of Incorporation, is as
follows:

Preferred Stock

1. The shares of the Preferred Stock may be divided into and issued in series. Each series shall be so
designated as to distinguish the shares thereof from the shares of all other series of the Preferred
Stock and all other classes of capital stock of the corporation. To the extent that these Restated Articles
of Incorporation shall not have established series of the Preferred Stock and fixed and determined
the variations in the relative rights and preferences as between series, the board of directors shall have
authority, and is hereby expressly vested with authority, to divide the Preferred Stock into series and,
within the limitations set forth in these Restated Articles of Incorporation and such limitations as may
be provided by law, to fix and determine the relative rights and preferences of any series of the Pre-
ferred Stock so established. Such action by the board of directors shall be expressed in a resolution
or resolutions adopted by it prior to the issuance of shares of each series, which resolution or resolu-
tions shall also set forth the distinguishing designation of the particular series of the Preferred Stock



{4} The rate of dividend;

(b} The price at which and the terms and conditions on which shares may be redeemed;
(¢) The amount payable upon shares in the event of voluntary and involuntary liquidation;
(d) Sinking fund provisions, if any, for the redemption or purchase of shares; and

(e) The terms and conditions, if any, on which shares may be converted if the shares of any series are
issued with the privilege of conversion.

series and not by different series.

- The hoiders of shares of the Preferred Stock of each series shall be entitled 1o receive dividends, when
and as declared by the board of directors, out of any funds legally available for the payment of divi-
dends, at the annual rate fixed and determined with Tespect to each series either by these Restated
Articles of Incorporation or in accordance with subdivision 111, C. L., and no more, Payable quarterly
on the 15th day of February, May, August and November in each year or on such other date or dates
as the board of directors shall determine in the resolutions establishing such series. Such dividends shalt

such dividend payment. No interest, or sum of money in lieu of interest, shall be payable in respect of
any dividend payment or payments which may be in arrears.

. In the event of any dissolution, liquidation of winding up of the corporation, before any distribution
or payment shall be made o the holders of the Preference Stock or the Common Stock, the holders

of the Preferred Stock of each scries then Outstanding shall be entitled to be paid out of the net assets

o

e,



tribution to its shareholders shall be insufficient to pay the holders of all outstanding shares of Pre-
ferred Stock of all series the full amounts to which they shall be respectively entitled as aforesaid,
the entire net assets of the corporation avaitable for distribution shall be distributed ratably to the
holders of ali outstanding shares of Preferred Stock of all seriesin proportion to the amounts to which
they shall be respectively so entitled. For the purposes of this subdivision, any dissolution, liquida-
tion or winding up which may arise out of or result from the condemnation or purchase of all or a
major portion of the properties of the corporation by (i) the United States Government or any au-
thority, agency or instrumentality thereof, (ii) a State of the United States or any political subdivi-
sion, authority, agency or instrumentality thereof, or (iii) a district, cooperative or other association
or entity not organized for profit, shall be deemed to be an involuntary dissolution, liquidation or
winding up; and a consolidation, merger or amalgamation of the corporation with or into any other
corporation or corporations shall not be deemed to be a dissolution, liquidation or winding up of the
corporation, whether voluntary or involuntary.

. (a) Subject to the limitations set forth in subdivision 111. C. 9. or fixed and determined in accord-
ance with subdivision 111, C. 1., the Preferred Stock of all series, or of any series thereof, or any
part of any series thereof, at any time outstanding, may be redeemed by the corporation, at its
election expressed by resolution of the board of directors, at any time or from time to time, at
the then applicable redemption price fixed and determined with respect to each series either by
these Restated Articles of Incorporation or in accordance with subdivision I11. C. 1. If less than
all of the shares of any series are to be redeemed, the redemption shall be made either pro rata
or by lot in such manner as the board of directors shall determine.

(b} 1n the event the corporation shall so elect to redeem shares of the Preferred Stock, notice of the
intention of the corporation to do so and of the date and place fixed for redemption shall be
mailed not less than thirty days before the date fixed for redemption to each holder of shares of
the Preferred Stock to be redeemed at his address as it shall appear on the books of the corpo-
ration, and on and after the date fixed for redemption and specified in such notice (unless the cor-
poration shall default in making payment of the redemption price), such holders shall cease to
be shareholders of the corporation with respect to such shares and shall have no interest in or
claim against the corporation with respect to such shares, excepting only the right to receive the
redemption price therefor from the corporation on the date fixed for redemption, without interest,
upon endorsement, if required, and surrender of their certificates for such shares.

(¢) Contemporaneously with the mailing of notice of redemption of any shares of the Preferred Stock
as aforesaid or at any time thereafter on or before the date fixed for redemption, the corporation
may, if it so elects, deposit the aggregate redemption price of the shares to be redeemed with any
bank or trust company doing business in The City of New York, New York, or Portland, Oregon,
having a capital and surplus of at least $25,000,000, named in such notice, payable on the date
fixed for redemption in the proper amounts to the respective holders of the shares to be redeemed,
upon endorsement, if required, and surrender of their certificates for such shares, and on and after
the making of such deposit such holders shall cease to be shareholders of the corporation with re-
spect to such shares and shall have no interest in or claim against the corporation with respect to
such shares, excepting only the right to exercise such redemption, conversion or exchange rights,
if any, on or before the date fixed for redemption as may have been provided with respect to
such shares or the right to receive the redemption price of their shares from such bank or trust
company on the date fixed for redemption, without interest, upon endorsement, if required, and
surrender of their certificates for such shares.

(d) If the corporation shall have elected to deposit the redemption moneys with a bank or trust com-
pany as permitted by subdivision (c) above, any moneys so deposited which shall remain un-



claimed at the end of six years after the redemption date shall be repaid to the corporation, and
upon such repaymeny holders of Preferred Siock who shall not have made claim against such
moneys prior to such fepayment shall be deemed 10 be unsecured creditors of the corporation for

pany on any Mmoneys deposited with such bank or trys; company as herein provided, and the hold.-
ers of any shares caileg for redemption shall have no cluim againsi any such interesy

(e) Nothing herein contained shalf limit any legal right of the corporation 1o purchase or otherwise
acquire any shares of the Preferred Stock.

5. The holders of shares of the Preferred Stock shall have no Tight 10 vote in the election of directors or
for any other Purpose, except as may be otherwise Provided by Jaw or by subdivisions HI.C. 6, 7
and 8. Holders of Preferred Stock shall be entitied 1o notice of each meeting of shareholders at which

they shall have any right 1o vote, bug shall not be entitled to notice of any other meeting of share-
holders,

dends for the purpose of thig subdivision shail pe deemed to haye occurred, and having 50 oc-
curred, such defayly shall be deemed 1o exist thereafier until, but only until, ajf unpaid accumu-
lated dividends op all shares of Preferred Siock shall have been paid to the Jag; preceding
dividend period. If and whenever g default in preferreq dividends shali occur, a special meeting
of sharcholders of the corporation shall be held for the purpose of electing directorg vpon the

shall constituie g least one-fourth of the total number of directors of the corporation. or two (j-
rectors, whichever shajy be the greater, and the holders of the Outstanding shares of Common
Stock, voting as a class, shyl| have the right to clect gi ather members of the board of directors,
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anything herein or in the bylaws of the corporation to the contrary notwithstanding. The terms
of office, as directors, of all persens who may be directors of the corporation at any time when
such special right to elect directors shall become vested in the holders of the Preferred Stock shail
terminate upon the election of any new directors to succeed them as aforesaid.

{c) At any meeting, annual or special, of the corporation, at which the holders of Preferred Stock
shall have the special right to elect directors as aforesaid, the presence in person or by proxy of
the holders of a majority of the total number of shares of Preferred Stock then outstanding shall
be required to constitute a quorum of such class for the election of directors, and the presence in
person or by proxy of the holders of a majority of the total number of shares of Common Stock
then cutstanding shall be required to constitute a quorum of such class for the election of direc-
tors; provided, however, that the absence of a2 quorum of the holders of shares of any such
class shall not prevent the election at any such meeting or adjournment thereof of directors by
the other class, if the necessary quorum of the holders of such other class shall be present at such
meeting or any adjournment thereof; and provided further, that in the absence of a quorum of
holders of shares of any class, a majority of the holders of the shares of such class who are pres-
ent in person or by proxy shall have power to adjourn the election of the directors to be elected
by such class from time to time, without notice other than announcement at the meeting, until
the requisite quorum of holders of such class shall be present in person or by proxy, but no such
adjournment shall be made 1o a date beyond the date for the mailing of the notice of the next an-
nual meeting of shareholders of the corporation or special meeting in lieu thereof.

(d) So long as a default in preferred dividends shall exist, any vacancy in the office of a director
elected by the holders of the Preferred Stock may be filled at any meeting of shareholders, an-
nual or special, for the election of directors held thereafier, and a special meeting of sharehoiders,
or of the holders of shares of the Preferred Stock, may be called for the purpose of flling any such
vacancy. So long as a default in preferred dividends shall exist, any vacancy in the office of a di-
rector elected by the holders of the Common Stock may be filled by majority vote of the remain-
ing directors elected by the holders of Common Stock,

(e) If and when the default in preferred dividends which permitted the election of directors by the
holders of the Preferred Stock shall cease to exist, the holders of the Preferred Stock shall be di-
vested of any special right with respect to the election of directors, and the voting power of the
holders of the Preferred Stock and of the holders of the Common Stock shall revert to the status
existing before the first dividend payment date on which dividends on the Preferred Stock were
not paid in full, subject to revesting in the event of each and every subsequent like default in pre-
ferred dividends. Upon the termination of any such special right, the terms of office of all persons
who may have been elected directors by vote of the holders of the Preferred Stock pursuant to
such special right shall forthwith terminate, and the resulting vacancies shall be filled by the ma-
jority vote of the remaining directors.

7. So long as any shares of the Preferred Stock shall be outstanding, the corporation shall not, without
the written consent or affirmative vote of the holders of at least two-thirds of the totat number of
shares of the Preferred Stock then outstanding, (i) create or authorize any new class of stock ranking
prior to the Preferred Stock as to dividends or upon dissolution, liguidation or winding up, or (ii)
amend, aiter or repeal any of the express terms of the Preferred Stock then outstanding in a manner
substantially prejudicial to the holders thereof. Notwithstanding the foregoing provisions of this sub-
division, if any proposed amendment, alteration or repeal of any of the express terms of any outstand-
ing shares of the Preferred Stock would be substantially prejudicial to the holders of shares of one or
more, but not all, of the series of the Preferred Stock, only the written consent or affirmative vote of
the holders of at least two-thirds of the total number of outstanding shares of all series so affected



of the shares of the Preferred Stock entitled 10 vote upon any such proposal, or at any meeting, an-
nual or special, of the shareholders of the corporation, notice of the time, place and purposes of which
shall have been given to holders of shares of the Preferred Stock entitled to vote on such a proposal,

- So long as any shares of the Preferred Stock shall be outstanding, the corporation shall not, without
the written consent or affirmative vote of the holders of at feast a majority of the total number of
shares of Preferred Stock then outstanding: ,

of twelve consecutive calendar months within the fifteen calendar months immediately preceding
the issuance of such shares (including, in any case in which such shares are 1o be issued in con-
nection with the acquisition of new property, the net income of the property so to be acquired,

computed on the same basis as the net Income of the corporation) is at least equal to two times
the annual dividend requirements on all shares of the Preferred Stock, and on ali shares of all

up, which will be outstanding immediately aficr the issuance of such shares, including the shares
Proposed to be issued; provided, however, that if. for the Purposes of meeting the requirements
of this subdivision, it shall become hecessary to take into consideration any surplus of the corpo-
ration the corporation shall nol thercafter pay any dividends on shares of the Preference Stock or




fo

aggregate amount payable, on involuntary dissolution, liquidation or winding up of the corpora-
tion, on all shares of the Preferred Stock and of any stock ranking prior to or on a parity with the
Preferred Stock, as to dividends cr upon dissolution, liquidation or winding up, at the time
outstanding.

In any case where it would be appropriate, under generally accepted accounting principles, to com-
bine or consolidate the financial statements of any predecessor or subsidiary of the corporation with
those of the corporation, the foregoing computations may be made on the basis of such combined or
consclidated financial statements. Any affirmative vote of the holders of the Preferred Stock, which
may be required in accordance with the foregoing provisions of this subdivision, may be taken at a
special meeting of the holders of the Preferred Stock cailed for the purpose, notice of the time, place
and purposes of which shall have been given to the holders of the outstanding shares of the Preferred
Stock, or at any meeting, regular or special, of the shareholders of the corporation, notice of the time,
place and purposes of which shall have been given to the holders of the outstanding shares of the Pre-
ferred Stock.

. The series of Preferred Stock heretofore established and outstanding on the date of the adoption of

these Restated Articles of Incorporation, together with a statement of the rights and preferences of
each series, are as follows:

$4.68 Series

{a) The Preferred Stock $4.68 Series, of which 18,600 shares were cutstanding at the time of the adop-
tion of these Restated Articles of Incorporation, shall have the following rights and preferences:

(i) the rate of dividend of shares of said Series shall be $4.68 per annum; the dividend payment
dates shall be the 15th days of February, May, August and November in each year except that
the date of payment of the first dividend shall be November 15, 1963; and dividends shall be cu-
muiative from the date of issue;

(ii) the price at which shares of said Series may be redeemed shall be $105 per share if the date
of redemption is on or prior to July 31, 1968; $103 per share if the date of redemption is after
July 31, 1968 and on or prior to July 31, 1971; $101 per share if the date of redemption is after
luly 31, 1971 and on or prior to July 31, 1974; and $100 per share if the date of redemption is
after July 31, 1974; in each case plus unpaid accumulated dividends, if any, to the date of re-
demption; provided, however, that no shares of said Series may be redeemed on or prior to July
31, 1968, in whole or in part by the use, directly or indirectly, of the proceeds from the issuance
of any class or series of Preferred Stock of the corporation bearing an effective dividend rate
(calculated in accordance with acceptable financial practice) that is less than $4.68 per annum;

(i) the amount payable upon shares of said Series in the event of involuntary liquidation shall
be $100 per share and in the event of voluntary liquidation shall be an amount equal to the then
applicable redemption price of shares of said Series plus unpaid accumulated dividends, if any,
to the date of payment; :

(iv) shares of said Series shall not be, by their terms, convertible;
(v) shares of said Series shall be entitled to the benefits of a purchase fund as follows:

(1) The corporation (unless such action, in the opinion of counsel for the corporation,
would be contrary to any applicable law or to any rule or regulation of any governmental au-
thority having jurisdiction in the premises) will each year, beginning in 1966, so long as any
shares of said Series are outstanding, make an offer, in the manner hereinafter specified, to
the holders of shares of said Series, to purchase on June 15 in each such year, 1,800 shares



of said Scries at $100 per share and accumulated dividends up to such June 15 (hereinafter
called “$4.68 Series Purchase Offer™) ; provided, however, that (i) if in any year the net in-
come of the corporation for the preceding calendar year (which net income shall be deter-
mined in accordance with the requirements of the regulatory authority of the State of Ore-

other analogous devices, if any, for the retirement of any other Preferred Stock of the corpo-
ration, then the corporation’s obligation, expressed in dollars, to offer to purchase shares of
said Series in such year shall be limited to such amount as it shall in its sole discretion deter-
mine; and (ii) if in any year the amount of such net income of the corporation for the pre-
ceding calendar year (after deducting from such net income one year’s dividend requirement

such $4.68 Serics Purchase Offer is to be made, for sinking funds, purchase funds, or other
analogous devices, if any, for the retirement of any other Preferred Stock of the corporatian,
then the corporation’s obligation, expressed in dollars, to offer 10 purchase shares of said Se-

gation of the corporation to make annually the $4.68 Series Purchase Offer and 10 purchase
shares of said Serjes tendered for sale

ferred to as the “$4.68 Series Purchase Fund Obligation™ and is subject to the terms and con-
ditions hereinafter set forth.

tificate, for the Payment of the current $4.68 Serics Purchase Fynd Obligation, the corpora-
tion may presume for the purposes hereof that the making of a $4.68 Series Purchase Offer
would be contrary to an applicable law.




shall, on or prior to May 15 of such year, cause to be mailed to the holders of record of the
shares of said Series at the close of business on the May 1 preceding such mailing (or, if the
board of directors of the corporation has declared a dividend on the shares of said Series,
payable on May 15, to the holders receiving such dividend payment at the time of mailing
such dividend payment checks), a notice, in the name of the corporation, that the corpora-
tion will on June 15 of such year accept tenders of shares required to satisfy the $4.68 Series
Purchase Fund Obligation then due at $100 per share and accumuiated dividends to such
June 15; provided, however, that such tender must be received by the Transfer Agent not
later than the close of business on the fifth full business day preceding such June 15 and that
such tender must be irrevocable until the close of business on June 16 of such year. Tenders
may be accepted regardiess of whether the holder so tendering held shares of said Series at
the time notice was given. The corporation may require, and in such event said notice shail
specify, that each offer to sell shares of said Series shall be accompanied by the certificate or
certificates for the shares so offered, the signature of the holder thereof to be guaranteed by a
bank or trust company (not a savings bank) or by a firm having membership in the New
York Stock Exchange, together with evidence satisfactory to the Transfer Agent of the right
of the holder of such shares to so sell the same to the corporation. The decision of counsel
for the corporation as to the right of the holder of such shares to sell the same to the corpora-
tion shall control and be conclusive. Any offer to sell shall be subject to acceptance in whole
orin part.

{4} In any year in which a $4.68 Series Purchase Offer is made, the Transfer Agent for said
Series shall on June 15 of such year, on behalf of the corporation, accept tenders to sell shares
of said Series received by it up to the full number of shares covered by the $4.68 Series Pur-
chase Offer subject to the limitations on expenditures set forth in the certificate delivered to
the Transfer Agent. 1f more shares are properly tendered pursvant to any annual $4.68
Series Purchase Offer than are to be purchased, the Transfer Agent shall accept the tender
of such number of shares of each tendering shareholder as will bear the same ratio to the
total number of shares to be purchased, as the number of shares of said Series held of record
by such tendering shareholder bears to the aggregate number of shares of said Series held of
record by all tendering sharcholders. 1f one or more holders tender less than their propor-
tionate share so that any of the number of shares to be purchased remain unallocated after
apportionment among tendering shareholders on the foregoing basis the shares then remain-
ing unallocated shall be again apportioned on the same basis among any excess tenders and
such process shall be repeated until tenders have been accepted for the full number of shares
to be purchased.

(5) On or prior to June 15 in each year in which a $4.68 Series Purchase Offer shall have
been made, the corporation shalt deposit with the Transfer Agent for said Series cash suffi-
cient to purchase those shares of said Series, if any, accepted for purchase pursuant to the
$4.68 Series Purchase Offer made in such year. The Transfer Agent shall, on or before the
next succeeding June 20, return to the corporation any fonds deposited with it and not used
or required to purchase shares of said Series, pursuant to the $4.68 Series Purchase Offer
for such year. The $4.68 Series Purchase Fund Obligation in any year shall be deemed to be
fully satisfied if the corporation shall have complied with these provisions notwithstanding
that the total number of shares purchased by it shall be less than the total number of shares
covered by the $4.68 Series Purchase Offer for that year because insufficient offers to sell
were received by it. The $4.68 Series Purchase Fund Obligation shall not be curnulative.

{6) Shares of said Series, purchased pursuant to any $4.68 Series Purchase Offer, shall be



cancelled, shall not be reissued as shares of said Series, and shall be restored to the status of
authorized but unissueqd shares of the Preferred Stock of the corporation,

{7) Unless otherwise provided by law, nothing herein contained shalj prevent or in any man.
Rer restrict the board of directors or the Corporation from authorizing and issuing any other
series of Preferred Stock entitled to a purchase fung, sinking fund or other analogous device
for the benefi; of the holders of such other series of Preferred Stock of the corporation,
whether or not the Provisions therefor shaj correspond with the Provisions for sajd Series;
provided that the dates on which such other fund ordevice shall operate jn any particular year
shall correspond with the dates applicable to saig Series and in the event there is a deficiency
in funds legally available 1o meet the total obligation due on any date for said Series and any
other series of Preferred Stock of the Corporation, the funds actually available, if any, or the
total number of shares of said Series which the corporation may offer 1o Purchase, shall be
Prorated between said Series and such other series of Preferred Siock 5o that the percentage

allocated to any particular preferred stock shali correspond with s portion of the total
amount due,

chase, pursuant to such $4.68 Serjes Purchase Offer, such 1,800 shares at $100 per share
plus accumulated dividends to such June 15,

(%) Whenever any of the dages mentioned with Tespect to the $4.68 Series Purchase Offer
or $4.68 Series Purchase Fund Obligation shall not be a full business day in the City of Port-
be tak

land, Oregon, then any action to be taken op said date may be taken on the nex¢ Succeeding
full business day.

$4.75 Series

(b) The Preferred Stock $4.75 Series, of which 20,485 shares were outstanding at the time of the adop-
tion of these Restated Articles of Incorporation, shall have the following rights and preferences;

from the issuance of any class or serieg of Preferred Stock of the corporation bearing an effective
dividend rate {calculated in accordance with acceptable financial practice) that is Jess than $4.75
per anpum;
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(iii) the amount payable upon shares of said Series in the event of involuntary liquidation shall
be $100 per share and in the event of voluntary liquidation shall be an amount equal to the then
applicable redemption price of shares of said Series plus unpaid accumulated dividends, if any,
to the date of payment;

{iv) shares of said Series shall not be, by their terms, convertible;

(v} shares of said Series shall be entitled to the benefits of 2 purchase fund as follows:

(1} The corporation (unless such action, in the opinion of counsel for the corporation,
would be contrary to any applicable law or to any rule or regulation of any governmental
authority having jurisdiction in the premises) will each year, beginning in 1967, so long as
any shares of said Series are outstanding, make an offer, in the manner hereinafter specified,
to the holders of shares of said Series, to purchase on June 15 in each such year, 1,800 shares
(less that number of shares, if any, surrendered in accordance with the provisions of the fol-
lowing subdivision) of said Series at prices up to but not exceeding $100 per share and ac-
cumulated dividends up to such June 15 (hereinafter called “$4.75 Series Purchase Offer”);
provided, however, that (i) if in any year the net income of the corporation for the preced-
ing calendar year (which net income shall be determined in accordance with the requirements
of the regulatory authority of the State of Oregon having jurisdiction of the corporation and
after deducting from such net income one year's dividend requirement on any Preferred Stock
of the corporation outstanding at the end of such preceding calendar year whether or not
declared or paid) shall be less than half the sum of $180,000 pius the maximum obligation,
expressed in dollars, due during the year in which such $4.75 Series Purchase Offer is to be
made, for sinking funds, purchase funds, or other analogous devices, if any, for the retire-
ment of any other Preferred Stock of the corporation, then the corporation’s obligation, ex-
pressed in dotlars, to offer to purchase shares of said Series in such year shall be limited to
such amount as it shall in its sole discretion determine; and (ii) if in any year the amount of
such net income of the corporation for the preceding calendar year (after deducting from
such net income one year's dividend requirement on any Preferred Stock of the corporation
outstanding at the end of such preceding calendar year whether or not declared or paid) shall
be not less than half, and not equal to, the sum of $180,000 plus the maximum obligation,
expressed in doilars, due during the year in which such $4.75 Series Purchase Offer is to be
made, for sinking funds, purchase funds, or other analogous devices, if any, for the retire-
ment of any other Preferred Stock of the corporation, then the corporation’s obligation, ex-
pressed in dollars, o offer to purchase shares of said Series in such year shall be the propor-
tion of said amount so determined which $180,000 bears to the maximum aggregate of all
sinking funds, purchase funds, or other analogous devices, if any, for the retirement of any
Preferred Stock of the corporation. The total number of shares to be purchased and the num-
ber of shares to be purchased from any holder shall be adjusted to the nearest full share so
that fractional shares need not be purchased. The obligation of the corporation to make an-
nually the $4.75 Series Purchase Offer and to purchase shares of said Series tendered for
sale in accordance with the terms thereof, is hereinafter referred to as the ““$4.75 Series Pur-
chase Fund Obligation™ and is subject to the terms and conditions hereinafter set forth.

(2) In addition to or in lieu of making a $4.75 Series Purchase Offer, the $4.75 Series Pur-
chase Fund Obligation may also be satisfied in whole or in part by the surrender by the cor-
poration for cancellation to the Transfer Agent for said Series, on or before June 15 of the
year as to which the $4.75 Series Purchase Fund Obligation being met with such surrender
is applicable, of shares of said Series theretofore acquired by the corporation; shares so sur-
rendered in excess of 1,800 shares shall be credited to the $4.75 Series Purchase Fund Obli-
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(3) Beginning on or prior to April 30, 1967, and on or prior to April 30 in each year there-
after, the corporation shall deliver to the Transfer Agent for said Series a certificate signed
by the president or a vice president or the treasurer or an assistant treasurer of the corpora-
tion stating (i) (a) whether or not the corporation’s obligation, expressed in dollars, to offer
to purchase shares of sajd Series is limited by reason of subdivision (1) {ii) above, and if 0,
the amount of such obligation as so limited, (b) the number of shares of said Series, if any, to
be surrendered by-the corporation for cancellation on or prior to June 15 in such year, and

(¢} the number of shares of said Series for which a $4.75 Series Purchase Offer is 10 be made
by the corporation in such year, or (ii} that the net income of the corporation for the pre-

E]

would be contrary to an applicable law or 10 a rule or regulation of a government authori-
ty having jurisdiction in the premises; provided, however, that if, on April 1 of any year,
there are not funds legally available, in the opinions of the signer of such certificate and of
counsel for the corporation accompanying such certificate, for the payment of the current
$4.75 Series Purchase Fund Obligation, the corporition may presume for the purposes here-
of that the making of a $4.75 Series Purchase Offer would be contrary to an applicable law,

(4) If the certificate filed in any such year shalf state that a $4.75 Series Purchase Offer is to
be made in such year, the Transfer Agent for said Series with whom such certificate is filed
shall, on or prior to May 15 of such year, cause to be mailed to the holders of record of the
shares of said Series at the close of business on the May | preceding such mailing (o, if the
board of directors of the corporation has declared a dividend on the shares of said Series,
payabie on May 15, to the holders receiving such dividend payment at the time of mailing
such dividend payment checks), a notice, in the name of the corporation, that the corpora-
tion will on June 15 of such year accept tenders of shares required to satisfy the $4.75 Series
Purchase Fund Obligation then due at prices not exceeding $100 per share and accumulated
dividends to such June 15; provided, however, that such tender must ‘be recejved by the
Transfer Agent not later thap the close of business on the fifth full business day preceding
such June 15 and that such tender must be irrevocable until the close of business on June 16

shares of said Series at the time notice was given. The corporation may require, and in such
event said notice shall specify, that each offer 1o seli shares of said Series shall be accom-
panied by the certificate or certificates for the shares so offered, the signature of the holder
thereof to be guaranteed by a bank or trust company (not a savings bank) or by a firm hav-

to acceptance in whole or in part.

(5) In any year in which 3 $4.75 Series Purchase Offer is made, the Transfer Agent for said
Series shall on June 15 of such year, on behaif of the corporalion, accept tenders 1o sell
shares of said Series received by it up to the full number of shares covered by the $4.75
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Serics Purchase Offer subject to the limitations on expenditures set forth in the certificate
delivered to the Transfer Agent upon such basis as will result in the lowest aggregate cost to
the corporation. The Transfer Agent shall to the extent necessary select among tenders made
at the same price by lot in such manner as it may determine.

{6) On or prior to Junc 15 in each year in which a $4.75 Series Purchase Offer shall have
been made, the corporation shall surrender to the Transfer Agent for said Series, for cancel-
lation, certificates for the number of shares of said Series, if any, specified in the certificate
for such year to be surrendered by the corporation to the Transfer Agent and deposit with
the Transfer Agent cash sufficient to purchase shares of said Series, if any, accepted for pur-
chase pursuant to the $4.75 Series Purchase Offer made in such year. The Transfer Agent
shall, on or before the next succeeding June 20, return to the corporation any funds deposited
with it and not used or required to purchase shares of said Series, pursuant to the $4.75 Series
Purchase Offer for such year. The $4.75 Series Purchase Fund Obligation in any year shall
be deemed to be fully satisfied if the corporation shail have complied with these provisions
notwithstanding that the total number of shares purchased by it shall be less than the total
number of shares covered by the $4.75 Series Purchase Offer for that year because insuffi-
cient offers to sell were received by it. The $4.75 Series Purchase Fund Obligation shall not
be cumulative.

(7) Shares of said Series, purchased pursuant to any $4.75 Series Purchase Offer, or surren-
dered in whole or partial satisfaction of the $4.75 Series Purchase Fund Obligation in any
year, shall be cancelled, shall not be reissued as shares of said Series, and shall be restored
to the status of authorized but unissued shares of the Preferred Stock of the corporation.

(8) Unless otherwise provided by law, nothing herein contained shall prevent or in any man-
ner restrict the board of directors or the corporation from authorizing and issuing any other
series of Preferred Stock entitled to a purchase fund, sinking fund or other analogous device
for the benefit of the holders of such other series of Preferred Stock of the corporation,
whether or not the provisions therefor shall correspond with the provisions for said Series;
provided that the dates on which such other fund or device shall operate in any particular
year shall correspond with the dates applicable to said Series and in the event there is a de-
ficiency in funds legally available to meet the total obligation due on any date for said Series
and any other series of Preferred Stock of the corporation, the funds actually available, if
any, or the total number of shares of said Series which the corporation may offer to purchase,
shall be prorated between said Series and such other series of Preferred Stock so that the per-
centage allocated to any particular Preferred Stock shall correspond with its portion of the
total amount due.

(9) After June 15, 1967, so long as any shares of said Series shall be outstanding, no divi-
dends on the Preference Stock or the Common Stock of the corporation shall, without the
written consent or affirmative vote of the holders of at least a majority of the total number
of shares of Preferred Stock then outstanding, be declared and set apart for payment unless
the $4.75 Series Purchase Fund Obligation applicable to the June 15 immediately preceding
the declaration of such dividend shall have been fully met by one of the following: (a) the
surrender by the corporation to the Transfer Agent for cancellation of 1,800 shares of said
Series therefore acquired by it, or (b) the corporation has offered to purchase 1,800 shares
of said Series and has purchased or has available funds to purchase, pursuant to such $4.75
Serics Purchase Offer, such 1,800 shares at prices not exceeding $100 per share plus ac-
cumulated dividends to such June 15, or (c) the corporation offered to purchase that num-
ber of shares of said Series and has purchased or has funds available for the purchase there-
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of pursuant t0 such $4.75 Series Purchase Offer at $100 per share plus accumulated
dividends to such June 15 which when added 10 the number of shares of said Series, if any,

poration shall aggregate 1,800 shares of said Series,

(10) Whenever any of the dates mentioned with respect to the $4.75 Series Purchase Offer
or $4.75 Series Purchase Fund Obligation shali not be a fult business day in the City of Port-
land, Oregon, then any action 1o be taken on said date may be taken on the next succeeding
full business day.

#6.875 Series

(c) The Preferred Stock $6.875 Series, of which 28,000 shares were outstanding at the time of the
adoption of these Restated Articles of Incorporation, shall have the following rights and
preferences:

{1} the rate of dividend of shares of sajd Series shali be $6.875 per annum of the par.value there-
of; the dividend payment dates shall be the 15th days of February, May, August and November
in cach year; and dividends sha'l be cumulative from the date of original issue;

(ii) the price at which shares of said Series may be redeemed shall be $110 per share if the date of
redemption is on or prior to December 31 » 1977, $106 per share if the date of redemption is after

date of redemption is after December 31, 1983; in each case plus unpaid accumulated dividends,
if any, to the date of redemption; provided, however, that no shares of said Series may be re-
deemed (otherwise than by operation of the sinking fund provided for in subdivision (v) below)
prior to December 33, 1974, directly or indirectly from the proceeds of or in anticipation of any
refunding operation involving the incurring of indebtedness, or the issuance of stock, the holder

(iii} the amount payable upon shares of said Series in the event of involuntary liquidation shall
be $100 per share and in the event of voluntary liquidation shall be an amount equal to the then
applicable redemption price of shares of said Series plus unpaid accumulated dividends, if any,
to the date of payment; )

(iv) shares of said Series shall not be, by their terms, convertible;
(v) shares of said Series shall be entitled to the benefits of 2 sinking fund as follows ;

(1) The corporation (unless such action, in the opinicn of counsel for the corporation,
would be contrary to any applicable law or 10 any rule or regulation of any governmental au-
thority having jurisdiction in the premises) shall, as a sinking fund for the retirement of
shares of said Series, redeem, in the manner herein provided, 2,100 shares of said Series on
on June 15, 1969 and 2,100 shares of said Series on the |5th day of June of each year there-
after so long as any shares of said Series shall remain outstanding, in each case at the par
value thereof per share plus accrued dividends to the date fixed for redemption; provided,
however, that (i) if in any year the net income of the corporation for the preceding calendar
year (which net income shall be determined in accordance with the requirements of the
regulatory authority of the State of Oregon having jurisdiction of the corporation and after
deducting from such net income one year's dividend requirement on any Preferred Stock of
the corporation outstanding at the end of such preceding calendar year whether or not de-
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clared or paid) shall be less than half the sum of $210,000 plus the maximum obligation,
expressed in dollars, due during the year in which said Series sinking fund redemption is to
be made, for sinking funds, purchase funds, or other analogous devices, if any, for the retire-
ment of any other Preferred Stock of the corporation, then the corporation’s obligation, ex-
pressed in dollars, to redeem shares of said Series for sinking fund purposes in such year shall
be limited to such amount, if any, as it shall in its sole discretion determine; and (ii) if in any
year the amount of such net income of the corporation for the preceding calendar year (de-
termined as aforesaid and after deducting from such net income one year’s dividend require-
ment on any Preferred Stock of the corporation outstanding at the end of such preceding
calendar year whether or not declared or paid) shall be not less than half, and not equal to,
the sum of $210,000 plus the maximum obligation, expressed in dollars, due duting the year
in which said Series sinking fund redemption is to be made, for sinking funds, purchase
funds, or other analogous devices, if any, for the retirement of any other Preferred Stock of
the corporation, then the corporation’s obligation, expressed in dollars, to redeem shares of
said Series for sinking fund purposes in such year shall be the proportion of said amount so
determined which $210,000 bears to the maximum aggregate of all sinking funds, purchase
funds, or other analogous devices, if any, for the retirement of any Preferred Stock of the
corporation in such year. The total number of shares to be redeemed and the number of
shares to be redeemed from any holder shall be adjusted to the nearest full share so that frac-
tional shares need not be redeemed. The corporation may, on any redemption date as above
provided and at its option, credit against its sinking fund obligation such number of shares
of said Series theretofore redeemed by the corporation otherwise than for the account of its
sinking fund obligation or such number of shares of said Series theretofore purchased by the
corporation at a price per share not in excess of $100 plus accrued dividends and in cither
case not theretofore applied as a credit on its sinking fund obligation. The sinking fund for
said Series shall not be cumulative. Notice of redemption for each sinking fund shall be
given, and deposit of the aggregate redemption price may be made, subject to the general
terms and provisions for redemption of the Preferred Stock set forth in subdivision I11. C. 4.

(2) Shares of said Series redeemed pursuant to the provisions of the sinking fund or credited
thereto shall be cancelled, shall not be reissued as shares of said Series, and shail be restored
to the status of authorized but unissued shares of the Preferred Stock of the corporation.

(3) Unless otherwise provided by law, nothing herein contained shall prevent or in any man-
ner restrict the board of directors of the corporation from authorizing and issuing any other
series of Preferred Stock entitled to a purchase fund, sinking fund or other analogous device
for the benefit of the holders of such other series of Preferred Stock of the corporation,
whether or not the provisions therefor shal correspond with the provisions for said Series;
provided that the dates on which such other fund or device shall operate in any particular
year shall correspond with the dates applicable to said Series and in the event there is a de-
ficiency in the funds available in any particular year for the fulfillment of the maximum re-
quirements of the purchase funds, sinking funds or other analogous devices of alf outstand-
ing series of Preferred Stock of the corporation in accordance with the terms thereof, such
funds as are available in accordance with such terms for such purpose shall be prorated
among all such series so that the percentage allocated to any particular Preferred Stock shall
correspond with its portion of the total amount due.

(4) After June 15, 1969, so long as any shares of said Series shall be outstanding, no divi-
dends on the Preference Stock or the Common Stock of the corporation shall, without the
written consent or affirmative vote of the holders of at least a majority of the total number
of shares of Preferred Stock then outstanding, be declared and set apart for payment unless
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the corporation, on the June 15th immediately preceding the declaration of such dividend,
shall have redeemed 2,100 shares of said Series at $100 per share plus accumulated dividends
to such June 15th or in accordance with the terms hereof shall have taken credits against the
shares of said Series sinking fund which, with shares redeemed pursuant to such fund obli-
gation, aggregate 2,100 shares of said Series.

(5) Whenever any of the dates mentioned with respect to said Series shall not be a full busi-
ness day in the City of Portland, Oregon, then any action to be taken on said date may be
taken on the next succeeding full business day.

$8.00 Series

(d) The Preferred Stock $8.00 Series, of which 36,296 shares were outstanding at the time of the
adoption of these Restated Articles of Incorporation, shall have the following rights and prefer-
ences: )

(i) the rate of dividend of shares of said Series shall be $8.00 per annum; the dividend payment
dates shall be the 15th days of February, May, August and November in each year; provided,
however, that the initial dividend payment date shall be August 15, 1971; and dividends shall be
cumulative from the date of original issue;

(i} the price at which shares of said Series may be redeemed shall be $110 per share if the date

of redemption is on or prior to April 30, 1981; $106 per share if the date of redemption is after

April 30, 1981 and on or prior to April 30, 1984; $103 per share if the date of redemption is after

April 30, 1984 and on or prior to April 30, 1987; and $100 per share if the date of redemption is

after April 30, 1987; in each case plus unpaid accumulated dividends, if any, to the date of re-

demption; provided, however, that no shares of said Series may be redeemed (otherwise than by
operation of the sinking fund provided for in subdivision (v) below) prior to April 30, 1981,
directly or indirectly from the proceeds of or in anticipation of any refunding operation involv-
ing the incurring of indebtedness, or the issuance of stock, the holder of which will have a prefer-
ence to the holders of the Common Stock with respect 1o the payment of dividends, having an
effective interest rate, dividend rate or cost (calculated in accordance with acceptable financial
practice) of less than the annual dividend rate borne by the shares of said Series;

(iii) the amount payable upon shares of said Series in the event of involuntary liquidation shall
be $100 per share and in the event of volu ntary liquidation shall be an amount equal to the then
applicabie redemption price of shares of said Series plus unpaid accumulated dividends, if any,
to the date of payment;

(iv) shares of said Series shall not be, by their terms, convertible;
(v) shares of said Series shall be entitled to the benefits of a sinking fund as follows:

(1) The corporation {unless such action, in the opinion of counsel for the corporation,
would be contrary to any applicable faw or to any rule or regulation of any governmental au-
thority having jurisdiction in the premises) shall, as a sinking fund for the retirement of
shares of said Series, redeem, in the manner herein provided, 2,100 shares of said Series on
June 15, 1974 and 2,100 shares of said Series on the 15th day of June of each year there-
after so long as any shares of said Series shall remain outstanding, in each case al the par
value thereof per share plus accrued dividends to the date fixed for redemption; provided,
however, that (i) if in any year the net income of the corporation for the preceding calendar
year {which net income shall be determined in accordance with the requirements of the
regulatory authority of the State of Oregon having jurisdiction of the corporation and afier
deducting from such net income one year's dividend requirement on any Preferred Stock of
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the corporation outstanding at the end of such preceding calendar year whether or not de-
clared or paid) shall be less than half the sum of $210,000 plus the maximum obligation,
expressed in doilars, due during the year in which said Series sinking fund redemption is to
be made, for sinking funds, purchase funds, or other analogous devices, if any, for the re-
tirement of any other Preferred Stock of the corporation, then the corporation’s obligation,
expressed in dollars, to redeem shares of said Series for sinking fund purposes in such year
shall be limited to such amount, if any, as it shall in its sole discretion determine; and (i1)
if in any year the amount of such net income of the corporation for the preceding calendar
year (determined as aforesaid and after deducting from such net income one year's divi-
dend requirement on any Preferred Stock of the corporation outstanding at the end of such
preceding calendar year whether or not declared or paid) shall be not less than half, and not
equal to, the sum of $210,000 plus the maximum obligation, expressed in dollars, due dur-
ing the year in which said Series sinking fund redemption is to be made, for sinking funds,
purchase funds, or other analogous devices, if any, for the reticement of any other Preferred
Stock of the corporation, then the corporation’s obligation, expressed in dollars, to redeem
shares of said Series for sinking fund purposes in such year shall be the proportion of said
amount so determined which $210,000 bears to the maximum aggregate of ail sinking funds,
purchase funds, or other analogous devices, if any, for the retirement of any Preferred Stock
of the corporation in such year. The total number of shares to be redeemed and the number
of shares to be redeemed from any holder shall be adjusted to the nearest full share so that
fractional shares need not be redeemed. The corporation may, on any redemption date as
above provided and at its option, credit against its sinking fund obligation such number of
shares of said Series theretofore redeemed by the corporation otherwise than for the account
of its sinking fund obligation or such number of shares of said Series theretofore purchased
by the corporation at a price per share not in excess of $100 plus accrued dividends and in
either case not theretofore applied as a credit on its sinking fund obligation. The sinking
fund for said Series shall not be cumulative. Notice of redemption for each sinking fund shall
be given, and deposit of the aggregate redemption price may be made, subject to the general
terms and provisions for redemption of the Preferred Stock set forth in subdivision III. C. 4.

(2) Shares of said Series redeemed pursuant to the provisions of the sinking fund or cred-
ited thereto shali be cancelled, shall not be reissued as shares of said Series, and shall be
restored to the status of authorized but unissued shares of the Preferred Stock of the cor-
poration.

(3) Unless otherwise provided by law, nothing herein contained shall prevent or in any man-
ner restrict the board of directors of the corporation from authorizing and issuing any other
series of Preferred Stock entitled to a purchase fund, sinking fund or other analogous device
for the benefit of the holders of such other series of Preferred Stock of the corporation,
whether or not the provisions therefor shall correspond with the provisions for said Series;
provided that the dates on which such other fund or device shall operate in any particular
year shall correspond with the dates applicable to said Series and in the event there is a de-
ficiency in the funds available in any particular year for the fulfillment of the maximum re-
quirements of the purchase funds, sinking funds or other analogous devices of all outstand-
ing series of Preferred Stock of the corporation in accordance with the terms thereof, such
funds as are available in accordance with such terms for such purpose shall be prorated
among all such series so that the percentage allocated to any particular Preferred Stock shall
correspond with its portion of the total amount due.

(4) After June 15, 1974, so long as any shares of said Series shall be outstanding, no divi-
dends on the Preference Stock or the Common Stock of the corporation shaill, without the
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written consent or affirmative vote of the holders of at least a majority of the total number of
shates of Preferred Stock then outstanding, be declared and set apart for payment unless the

- corporation, on the June 15th immedialely preceding the declaration of such dividend, shall
have redeemed 2,100 shares of said Series at $§00 per share plus accumulated dividends to
such June 15th or in accordance with the terms hereof shall have taken credits against the
shares of said Series sinking fund which, with shares redeemed pursuant to such fund obli-
gation, aggregate 2,100 shares of said Series.

(5) Whenever any of the dates mentioned with respect 1o said Series shall not be a full busi-
ness day in the City of Portland, Oregon, then any action to be taken on said date may be
taken on the next succeeding full business day.

$2.42 Series

te) The Preferred Stock $2.42 Series, of which 300,000 shares were outstanding at the time of adop-
tion of these Restated Articles of Incorporation, shall have the following rights and preferences:

(1) the rate of dividend of shares of said Series shall be $2.42 per annum; the dividend payment
dates shall be the 15th days of February, May, August and November in each year; provided,
however, that the initial dividend payment date shall be May 15, 1978; and dividends shall be
cumulative from the date of original issue;

(ii) the price at which shares of said Series may be redeemed shall be $29.10 per share if the date
of redemption is prior to January 1, 1988: $28.30 per share if the date of redemption is after
December 31, 1987 and prior to January 1, 1993; and $27.50 per share if the date of redemption
is after December 31, 1992; in each case plus unpaid accumulated dividends, if any, to the date
of redemption; provided, however, that no shares of said Series may be redeemed prior to Janu-
ary 1, 1983;

(iii) the amount payable upon shares of said Series in the event of involuntary liquidation shall
be $25 per share and in the event of voluntary liquidation shall be an amount equal to the then
applicable redemption price of shares of said Series plus unpaid accumulated dividends, if any,
to the date of payment;

(iv) shares of said Series shall not be, by their terms, convertible;
(v) shares of said Series shall be entitled to the benefits of a sinking fund as follows:

(1) The corporation (unless such action, in the apinion of counsel for the corporation,
would be contrary to any applicable law or to any rule or regulation of any governmental au-
thority having jurisdiction in the premises) as a sinking fund for the retirement of shares of
said Series, (a) shall redeem, in the manner herein provided, 20,000 shares of said Series on
June 15, 1984 and 20,000 shares of said Series on the |5th day of June of each year there-
after so long as any shares of said Series shall remain outstanding, and (b) at its option, may
redeem, in the manner herein provided, not to exceed 20,000 additional shares of said Series
on June 15, 1984 and not to exceed 20,000 additional shares of said Series on the 15th day
of June of each year thereafter so long as any shares of said Series shall remain outstanding,
in each case at $27.50 per share plus accrued dividends to the date fixed for redemption;
provided, however, that (i) if in any year the net income of the corporation for the preced-
ing calendar year {which net income shall be determined in accordance with the require-
meats of the regulatory authority of the State of Oregon having jurisdiction of the corpora-
tion and after deducting from such net income one year's dividend requirement on any
Preferred Stock of the corporation outstanding at the end of such preceding calendar year
whether or not declared or paid) shall be less than half the sum of $550,000 plus the maxi-
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mum obligation, expressed in dollars, due during the year in which said Series sinking fund
redemption is to be made, for sinking funds, purchase funds, or other analogous devices, if
any, for the retirement of any other Preferred Stock of the corporation, then the corpora-
tion’s obligation, expressed in dollars, to redeem shares of said Series for sinking fund pur-
poses in such year shall be limited to such amount, if any, as it shall in its sole discretion de-
termine; and (i) if in any year the amount of such net income of the corporation for the
preceding calendar year (determined as aforesaid and after deducting from such net income
one year's dividend requirement on any Preferred Stock of the corporation outstanding at
the end of such Preceding calendar year whether or not declared or paid) shall be not less
than half, and not equal to, the sum of $550,000 plus the maximum obligation, expressed
in dollars, due during the year in which said Series sinking fund redemption is to be made,
for sinking funds, purchase funds, or other analogous devices, if any, for the retirement of
any other Preferred Stock of the corporation, then the corporation’s obligation, expressed in
dollars, to redeem shares of said Series for sinking fund purposes in such year shall be the
proportion of said amount so determined which $550,000 bears to the maximum aggregale
of all sinking funds, purchase funds, or other analogous devices, if any, for the retirement
of any preferred stock of the corporation in such year. The total number of shares to be
redeemed and the number of shares to be redeemed from any holder shall be adjusted to the
nearest full share so that fractional shares need not be redeemed. The corporation may, on
any redemption date as above provided and at its option, credit against its sinking fund ob-
ligation such number of shares of said Series theretofore redeemed by the corporation, other-
wise than for the account of its sinking fund obligation or optional right, or such number of
shares of said Series theretofore purchased by the corporation at a price per share not in
excess of $27.50 plus accrued dividends, and in cither case not theretofore applied as a credit
on its sinking fund obligation. The sinking fund for said Series shall not be cumulative. No-
tice of redemption for each sinking fund shall be given, and deposit of the aggregate redemp-
tion price may be made, subject to the general terms and provisions for redemption of the
Preferred Stock set forth in subdivision I11. C. 4.

(2) Shares of said Series redeemed pursuant to the provisions of the sinking fund or credited
thereto shall be cancelled, shall not be reissued as shares of said Series, and shall be restored
10 the status of authorized but unissued shares of the Preferred Stock of the corporation.

(3) Unless otherwise provided by law, nothing herein contained shall prevent or in any
manner restrict the Board of Directors of the corporation from authorizing and issuing any
other series of Preferred Stock entitled to a purchase fund, sinking fund or other analogous
device for the benefit of the holders of such other series of Preferred Stock of the corpora-
tion, whether or not the provisions therefor shall correspond with the provisions for said
Series; provided that the dates on which such other fund or device shall operate in any par-
ticular year shall correspond with the dates applicable 1o said Series and in the event there is
a deficiency in the funds available in any particular year for the fulfillment of the maximum
requirements of the purchase funds, sinking funds or other analogous devices of all outstand-
ing series of Preferred Stock of the corporation in accordance with the terms thereof, such
funds as are available in accordance with such terms for such purpose shall be prorated
among all such series so that the percentage allocated 1o any particular series of Preferred
Stock shall correspond with its portion of the total amount due.

(4) After June 15, 1984, so long as any shares of said Series shall be outstanding, no divi-
dends on the Preference Stock or the Common Stock of the corporation shall, without the
written consent or affirmative vote of the holders of at least a majority of the total number
of shares of Preferred Stock then outstanding, be declared and set apart for payment unless
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dends to such Jupe I5th or in accordance with the terms hereof shall have taken credits
against the shares of gajd Series sinking fund which, with shareg redeemed pursuant 1o such
fund obligation, aggregate 20,000 shares of sajd Series.

(vi) Whenever any of the dates mentioned with respect to saig Series shall not be 3 full business
day in the City of Portiand, Oregon, then any action to be taken on sajg date may be taken on the
fhext succeeding full business day.

from the date of original issue;

(i) (1) other than as provided in subdivision (2) below, shares of said Series shall not be redeem-
able at the election of the corporation prior to May 1, 1993. On and after May 1, 1993, the shares of
said Series may be redeemed, at the election of the corporation, at the following redemption
prices:

I Redeemed If Redeemed
During 12 Months Redemption During 12 Months Redemption
Period Ending Price Period Ending Price
Aprit 30 Per Share Aprii 30 ——_ Per Share _
1994 $108.75 2001 $104.69
1995 $108.17 2002 $104.1)
1996 $107.59 2003 $103.53
1997 $107.01 2004 $102.95
1998 $106.43 2005 $102.37
1999 $105.85 2008 310179
2000 $105.27 2007 $101.2]
2008 $100.63
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and thereafter $100 per share, plus an amount in each case equal to accrued unpaid dividends, if
any, to the date of redemption: and (2) all but not less than all of the shares of said Series held by any
holder which shall have given notice that such holder will be entitled to an increased dividend in
accordance with subdivision (i) (1} above may be redeemed, at the election of the corporation, at the
redemption price of $100 per share, plus an amount equal to accrued unpaid dividends to the date
of redemption, within the period of 360 days commencing on the date of receipt by the corporation
of such notice. '

{iii} the amount payable upon shares of said Series in the event of involuntary liquidation shall be
$100 per share and in the event of voluntary liquidation occurring prior to May 1, 1994, shall be
$108.75, and occurring on or after May 1, 1994, shall be an amount equal to the then applicabie
redemption price of shares of said Series, plus in each case accrued unpaid dividends, if any, to the
date of payment;

(iv) shares of said Series shall not be, by their terms, convertible;
(v) shares of said Series shall be entitled to the benefits of a sinking fund as follows:

(1) The corporation (unless such action, in the opinion of counsel for the corporation, would be
contrary to any applicable law or to any rule or regulation of any governmental authority having
jurisdiction in the premises) asa sinking fund for the retirement of shares of said Series, shall
redeem, in the manner herein provided, 7,500 shares of said Series on June 15,1994 and 7,500
shares of said Series on the 15th day of June of each year thereafter so long as any shares of said
Series shall remain outstanding, at $100.00 per share plus accrued unpaid dividends to the
date fixed for redemption. The total number of shares to be redeemed and the number of
shares to be redeemed from any holder shall be adjusted to the nearest full share so that frac-
tional shares need not be redeemed. The corporation may, on any redemption date as above
provided and at its option, credit against its sinking fund obligation such number of shares of
said Series theretofore redeemed by the corporation, otherwise than for the account of its sink-
ing fund obligation, or such number of shares of sajd Series theretofore purchased by the cor-
poration at a price per share not in excess of $100.00 plus accrued dividends, and in either case
not theretofore applied as a credit on its sinking fund obligation. The sinking fund for said
Series shall not be cumulative. Notice of redemption for each sinking fund shall be given, and
deposit of the aggregate redemption price may be made, subject to the general terms and pro-
visions for redemption of the Preferred Stock set forth in su bdivision HL.C.4 of these Restated
Articles of Incorporation.

(2) Shares of said Series redeemed pursuant to the provisions of the sinking fund or credited
thereto shall be cancelled, shall not be reissued as shares of said Series, and shall be restored to
the status of authorized but unissued shares of the Preferred Stock of the corporation.

(3) Unless otherwise provided by law, nothing herein contained shall prevent or in any manner
restrict the Board of Directors of the corporation from authorizing and issuing any other series
of preferred stock entitled to a purchase fund, sinking fund or other analogous device for the
benefit of the holders of such other series of preferred stock of the corporation, whether or not
the provisions therefor shall correspond with the provisions for said Series; provided that the
dates on which such other fund or device shali operate in any particular year shall correspond
with the date applicable to said Series and in the event there is a deficiency in the funds avail-
able in any particular year for the fulfillment of the maximurm requirements of the purchase
funds, sinking funds or other analogous devices of ail outstanding series of preferred stock of
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the corporation in accordance with the terms thereof, such funds as are available in accordance
with such terms for such purpose shall be prorated among all such series so that the percentage
allocated to any particular series of preferred stock shall correspond with its portion of the total
amount due.

(4) After June 15, 1994, solong as any shares of said Serjes shall be outstanding, no dividends
on the Common Stock or the Preference Stock of the corporation shall, without the written con-
sent or affirmative vote of the holders of at least s majority of the total number of shares of said
Series of Preferred Stock then outstanding, be declared and set apart for payment unless the
corporation, on the June 15th immedistely preceding the declaration of such dividend, shall
have redeemed 7,500 shares of said Series at $100.00 per share plus accrued unpaid dividends
to such June 15th or in accordance with the terms hereof shall have taken credits against the
shares of said Series sinking fund which, with shares redeemed pursuant tosuch fund obligation,
aggregate 7,500 shares of said Series.

{vi) Whenever any of the dates mentioned with respect to said Series shall not be a full business day
in the City of Portland, Oregon, then any action to be taken on said date may be taken on the next suc-
ceeding full business day.

Preference Stock

10. The shares of the Preference Stock may be divided into and issucd in series. Each series shall be so
designated as to distinguish the shares thereof from the shares of all other series of the Preference
Stock and all other classes of capital stock of the corporation. To the extent that these Restated
Articles of Incorporation shall not have established series of the Preference Stock and fixed and de-
termined the variations in the relative rights and preferences us between series, the board of directors
shall have authority, and is hercby expressly vested with authority, to divide the Preference Stock in-
to serics and, within the limitations set forth in these Restated Articles of Incorporation and such
limitations as may be provided by law, to fix and determine the relative rights and preferences of any
serics of the Preference Stock so established. Such action by the board of directors shall be expressed
in a resolution or resolutions adopted by it prior 1o the issuance of shares of each series, which resolu-
tion or resolutions shall also set forth the distinguishing designation of the particular series of the
Preference Stock established thereby. Without limiting the generality of the foregoaing, authority is
hereby expressly vested in the board of directors so 1o fix and determine with respect to any series of
the Preference Stock: :

{(a) The rate of dividend;

{b) The price at which and the terms and conditions on which shares may be redeemed;
(¢) The amount payable upon shares in the event of voluntary and involuntary liquidation;
(d) Sinking fund provisions, if any, for the redemption or purchase of shares;

(e) The terms and conditions, if any, on which shares may be converted if the shares of any series are
issued with the privilege of conversion; and

{f) Any other relative right or preference as permitted by law.

All shares of the Preference Stock of the same series shail be identical except that shares of the same
series issued at different times may vary as to the dates from which dividends thereon shall be cumu-
lative; and all shares of the Preference Stock, irrespective of serics, shall constitute one and the same
class of stock, shall be of equal rank, and shall be identical except as to the designation thereof, the
date or dates from which dividends on shares thercof shall be cumulative, and the relative rights and
preferences set forth above in clauses (a) through (f) of this subdivision, as to which there may be
variations between differem series. Except as otherwise may be provided by law or by the resolutions
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establishing any series of Preference Stock in accordance with the foregoing provisions of this sub-
division, whenever the written consent, affirmative vote, or other action on the part of the holders of
the Preference Stock may be required for any purpose, such consent, vote or other action shall be
taken by the holders of the Preference Stock as a single class irrespective of series and not by differ-
ent series.

The payment of dividends on the shares of the Preference Stock shall be subordinate to the dividend
and other distributive rights of the holders of the Preferred Stock. No dividend shall be paid on the
Preference Stock, unless (i) dividends on all cutstanding shares of each particular series of the Pre-
ferred Stock, at the annual dividend rates fixed and determined either by these Restated Articles of
Incorporation or in accordance with subdivision III. C, 1., shall have been paid or declared and set
apart for payment for all past dividend periods and for the then current dividend periods, and (ii) all
amounts due and payable to the holders of the Preferred Stock, by virtue of purchase funds, sinking
funds, or other analogous devices for the retirement of the Preferred Stock, or by virtue of dissolution,
liquidation or winding up of the corporation, shall have been paid or funds for the payment thereof
shall have been set apart for payment. Subject to the foregoing, the holders of shares of the Preference

of Incorporation or in accordance with subdivision III. C. 10., shall not have been paid or declared
and set apart for payment for all past dividend periods and for the then current dividend periods, the
deficiency shall be fully paid or dividends equal thereto declared and set apart for payment at said
rates before any dividends on the Common Stock shall be paid or declared and set apart for payment.
In the eveat more than one series of the Preference Stock shall be outstanding, the corporation, in
making any dividend payment on the Preference Stock, shall make payments ratably upon all out-
standing shares of the Preference Stock in proportion to the amount of dividends accumulated there-
on to the date of such dividend payment. No interest, or sum of money in lieu of interest, shall be
payable in respect of any dividend payment or payments which may be in arrears.

Distribution or payment upon dissolution, liquidation or winding up of the corporation to the holders
of the Preference Stock shall be subordinate to the dividend and other distributive rights of the hold-
ers of the Preferred Stock, No such distribution or payment shall be made on the Preference Stock,
unless all amounts due by virtue of the dissolution, liquidation or winding up of the corporation
to the holders of all outstanding shares of the Preferred Stock of all series shall have been paid or
funds for the payment thereof set apart for payment. Subject to the foregoing, in the event of any
dissolution, liquidation or winding up of the corporation, before any distribution or payment shall
be made to the holders of the Common Stock, the holders of the Preference Stock of each series
then outstanding shall be entitled to be paid out of the net assets of the corporation available for
distribution to its shareholders the respective amounts per share fixed and determined with respect to
each series either by these Restated Articles of Incorporation or in accordance with subdivision I11.
C. 10, and no more. If upon dissolution, liquidation or winding up of the corporation, whether
voluntary or involuntary, the net assets of the corporation available for distribution to jts shareholders
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(after all amounts due by virtue of the dissolution, liquidation or winding up of the corporation to
the holders of all outstanding shares of the Preferred Stock of ail series shall have been paid or funds
for the payment thereof set apart for payment )shall be insufficient to pay the holders of all outstand-
ing shares of Preference Stock of all series the full amounts to which they shall be respectively en-
titled as aforesaid, the net assets of the corporation so availabie for distribution shall be distributed
ratably to the holders of all outstanding shares of Preference Stock of all series in proportion to the
amounts to which they shall be respectively so entitled. For the purposes of this subdivision, any dis-
solution, liquidation or winding up which may arise out of or result from the condemnation or
purchase of all or a major portion of the properties of the corporation by (i) the United States
Government or any authority, agency or instrumentality thereof (ii) a State of the United States or
any political subdivision, authority, agency or instrumentality thereof, or (iii) a district, cooperative
or other association or entity not organized for profit, shall be deemed 1o be an involuntary dissolu-
tion, liquidation or winding up; and a consolidation, merger or amalgamation of the corporation with
or into any other corporation or corporations shall not be deemed to be a dissolution, liquidation or
winding up of the corporation, whether voluntary or involuntary.

13. (a) Subject to the limitations set forth in subdivision J1E. C. 15, or fixed and determined in accord-
ance with subdivision 111. C. 1G., the Preference Stock of all series, or of any series thereof, or
any part of any series thereof, at any time outstanding, may be redeemed by the corporation, at
its election expressed by resolution of the board of directors, at any time or from time to time,
at the then applicable redemption price fixed and determined with respect to each series either by
these Restated Articles of Incorporation or in accordance with subdivision 1. C. 10. If less than
all of the shares of any series are to be redeemed, the redemption shall be made either pro rata
or by lot in such manner as the board of directors shall determine.

(b) in the event the corporation shall so elect to redeem shares of the Preference Stock, notice of the
intention of the corporation to do so and of the date and place fixed for redemption shall be
mailed not less than thirty days before the date fixed for redemption to each holder of shares of
the Preference Stock to be redecmed at his address as it shal appear on the books of the corpo-
ration, and on and after the date fixed for redemption and specified in such notice (unless the
corporation shall default in making payment of the redemption price), such holders shall cease
to be shareholders of the corporation with respect to such shares and shall have no interest in or
claim against the corporation with respect 10 such shares, excepting only the right 1o receive the
redemption price therefor from the corporation on the date fixed for redemption, without inter-
est. upon endorsement, if required, and surrender of their certificates for such shares.

(¢) Contemporancously with the mailing of notice of redemption of any shares of the Preference
Stock as aforesaid or at any time thereafter on or before the date fixed for redemption, the corpo-
ration may, if it so elects, deposit the aggregate redemption price of the shares to be redeemed
with any bank or trust company doing business in The City of New York, New York, or Port-
land, Orcgon, having a capital and surplus of at least $25,000,000, named in such notice, pay-
able on the date fixed for redemption in the proper amounts to the respective holders of the shares
10 be redeemed, upon endorsement, if required, and surrender of their certificates for such shares,
and on and after the making of such deposit such holders shall cease 1o be shareholders of the

ration with respeet to such shares, excepting only the right to exercise such redemption, conver-
sion or cxchange rights, if any, on or before the date fixed for redemption as may have been pro-
vided with respect 1o such shares or the right to receive the redemption price of their shares from
such bank or trust company on the date fixed for redemption, without interest, upon endorse-
ment, if required, and surrender of their certificates for such shares. '
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(d) If the corporation shall have elected to deposit the redemption moneys with a bank or trust com-
pany as permitted by subdivision (c) above, any moneys so deposited which shall remain un-
claimed at the end of six years after the redemption date shall be repaid to the corporation, and
upon such repayment holders of Preference Stock who shall not have made claim against such
moneys prior to such repayment shall be deemed to be unsecured creditors of the corporation
for an amount, without interest, equal to the amount they would theretofore have been eatitled to
receive from such bank or trust company. Any redemption moneys so deposited which shall not
be required for such redemption because of the exercise, after the date of such deposit, of any
right of redemption, conversion or exchange or otherwise, shall be returned to the corporation
forthwith. The corporation-shal be entitled to receive any interest allowed by any bank or trust
company on any moneys deposited with such bank or trust company as herein provided, and the
holders of any shares called for redemption shall have no claim against any such interest.

(e} Nothing herein contained shall limit any legal right of the corporation to purchase or otherwise
acquire any shares of the Preference Stock.

The holders of shares of the Preference Stock shall have no right to vote in the election of directors or
for any other purpose, except as may be otherwise provided by law or by resolutions establishing any
series of Preference Stock in accordance with subdivision TIL. C. 10. Hoiders of Preference Stock
shall be entitled to notice of each meeting of shareholders at which they shall have any right to vote,
but shall not be entitled to notice of any other meeting of shareholders.

- The series of Preference Stock heretofore established and outstanding on the date of the adoption of

these Restated Articles of Incorporation, together with a statement of the rights and preferences of
each series, are as follows:

$2.375 Series

(a) The Convertible Preference Stock $2.375 Series, of which 126,397 shares were outstanding at the time of

the adoption of these Restated Articles of Incorporation, shall have the following rights and prefer-
ences:

(i) the rate of dividend of shares of said Series shall be $2.375 per annum; the dividend
payment dates shall be the 15th days of February, May, August and November in each year;
provided, however, that the initial dividend payment date shall be November 15, 1980; and
dividends shall be cumulative from the date of original issue;

(it) the prices at which shares of said Series may be redeemed shall be as follows:

Twelve Month TFwelve Month
period ending Redempiion period ending Redemption
June 30, - price June 30, price

1981 $27.38 1986 $26.19
1982 27.14 1987 2595
1983 26.90 1988 25.71
1984 26.66 1989 25.48
1985 26.43 1990 25.24

and thereafter $25, in each case, plus unpaid accumulated dividends, if any, to the date of
redemption:

(iii) the amount payable upon shares of said Series in the event of involuntary liquidation
shall be $25 per share and in the event of voluntary liquidation shall be an amount equal to the
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(iv) shares of said Series shall be convertible as follows:

(1) Subject to the provisions for ad justment hereinafter set forth, each share of said
Series shall be convertible, at the option of the holder thereof, upon surrender to any
Transfer Agent for said Series, or to the corporation if no such Transfer Agent shall exist,
of the certificate for the share to be converted, into shares of the common stock at the rate
of 1.6502 shares of the common stock for each share of said Series. The right to convert
shares of said Series called for redemption shall terminate at the close of business on the
15th day preceding the date fixed for redemption, unless the corporation shall default in
the payment of the redemption price. Upon conversion of any shares of said Series, no al-
lowance or adjustment shall be made for dividends on either class of shares, but conversion
shall not relieve the corporation from its obligation to pay any dividends which shall have
been declared and shall be payable to holders of shares of said Series of record as of a date
prior to the date of such conversion even though the payment date for such dividend is sub-
sequent to the date of conversion, .

(2) The number of shares of the common stock into which each share of said Series
shall be convertible shall be subject to adjustment from time to time as follows:

(A} Upon the (i) payment of a dividend on the common stock in shares of the
common stock, (ii) subdivision of the outstanding common stock, ( iii) combination of the
outstanding common stock into a smaller number of shares, or (iv) issnance by reclassifi-
cation of the common stock (whether pursuant to a merger or consolidation or otherwise)
of any shares of the corporation, each holder of shares of said Series shall be entitled to re-
ceive, for each share converted after the record date for any of these events, the number of
shares of the corporation which he would have held after the happening of such event had
such share been converted on the record date therefor. The conversion rate shall be ad-
justed whenever any of these events shall accur, effective as of the date following the record
date therefor.

(B) Upon the issuance of rights or warrants to the holders of the common stock,
as such, entitling them to subscribe for or purchase shares of the common stock at a price
per share less than the Market Price (as defined in subdivision (D) below) on the record
date for the determination of shareholders entitled to receive such rights or warrants, the
number of shares of the common stock into which each share of said Series shall be con-
vertible shall be adjusted, effective as of the date following such record date, by multiply-
ing the number of shares of the common stock into which such share would have been con-
vertible on such record date by a fraction, of which the numerator shall be the number of

mum aggregate amount, if any, payable upon conversion of such shares or securities into
shares of the common stock divided by the total number of shares of the common stock in-
to which such shares or securities could be converted at their earljest conversion date shall
be deemed to be the price per share at which the shares of the common stock may be sub-
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scribed for or purchased; (iii) the minimum number of shares of the common stock into
which such shares or securities could be converted at their earliest conversion date shall
be deemed to be the number of additional shares of the common stock offered for subscrip-
tion or purchase; (iv) the number of shares of the common stock which the aggregate offer-
ing price of such shares or securities pius the minimum aggregate amount, if any, payable
upon conversion of such shares or securities into shares of the common stock would have
purchased at the Market Price on the record date for the determination of shareholders
entitled to receive such rights or warrants shall be deemed to be the number of shares of
the common stock which the aggregate offering price of the shares so offered would have
purchased at such Market Price; and (v) the right of the holders of the common stock to
invest in additional shares of the common stock pursuant to the Company’s Dividend Re-
investment and Stock Purchase Plan, as it may be amended from time to time, shall not be
deemed to be a right or warrant.

(C) Upon the distribution to the holders of the common stock, as such (whether
pursuant to a merger or consolidation or otherwise), of evidences of its indebtedness, in-
vestments in subsidiaries, or other assets (excluding distributions after December 31,1979,
not exceeding in net value as reflected on the books of the corporation the aggregate net
income available for common stock of the corporation after such date plus $12,000,000, all
determined in accordance with generally accepted accounting principles) or rights to sub-
scribe to the same (excluding those referred to in subdivision (B) above), the number of
shares of the common stock into which each share of said Series shall be convertible shall
be adjusted, effective as of the date following the record date for the determination of
shareholders entitled to receive such distribution or rights, by multiplying the number of
shares of the common stock into which such share would have been convertible on such
record date by a fraction, of which the numerator shall be the Market Price of the common
stock (as defined in subdivision (D) below) on such record date, and of which the denomi-
nator shall be such Market Price less such net value of the portion of the evidences of in-
debtedness, investments in subsidiaries, or other assets or rights so distributed allocable to
such share of the common stock. '

(D) For the purposes of any computation under subdivisions (B) and (C)
above, the Market Price of the common stock on any date shall be deemed to be the aver-
age of the daily closing prices for the 30 consecutive full business days commencing 45 ful}
business days before the day in question. The closing price for each day shall be the aver-
age of the closing bid and asked prices, regular way, (i) as officially quoted by the National
Association of Securities Dealers, Inc., or (ii) as quoted on the principal United States
stock exchange or market for the common stock as determined by the board of directors
of the corporation, or (iii} if in the reasonable judgment of the board of directors of the
corporation, there exists no principal United States stock exchange or market for the com-
mon stock, as reasonably determined by the board of directors of the corporation,

(E) No adjustment in the conversion rate shalt be required unless such adjusi-
ment, plus any adjustments not previously made by reason of this subdivision {E), would
require an increase or decrease of at least | % in the number of shares of commeon stock in-
to which each share of said Series then shall be convertible; provided, however, that any
adjustments which by reason of this subdivision (E) are not required to be made shall be
carried forward and taken into account in any subsequent adjustment. All calculations
under this subdivision (E) shall be made to the nearest ten thousandth of a share.

(F) Whenever any adjustment is required in the rate at which each share of said
Series shall be convertible, the corporation shall (i) file with each Transfer Agent for the
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shares of said Series a statement setting forth the adjusted rate of conversion, describing
the adjustment and the method of calculation used, and stating the effective date of the

(3) No fractional shares or scrip representing fractional share shall be issued upon
the conversion of shares of said Series. If any such conversion wou' otherwise require the
issuance of a fractional share, an amount equal to such fraction n- itiplied by the Market
Price of the common stock {determined as provided in subdivisiol. (D) above) on the day
of conversion shall be paid to the holder in cash by the corporation

(4) Shares of said Series shall be deemed to have been convert ! and the holder con-
verting the same to have become the holder of record of shares of the v \nmon stock for all
burposes whatever as of the date on which the certificate or certificates for such shares shail
have been surrendered as aforesaid. The corporation shall not be required to make any
conversion, and no surrender of the certificate or certificates for shares of said Series shall

(v) Alishares of said Series redeemed by the corporation or surrendered to it for conver-

sion into shares of the common stock shall be cancelled and thereupon restored to the status of
authorized but unissued Preference Stock of the corporation, undesignated as to series.

(vi) Whenever any of the dates mentioned with respect to said Series shall not be a full

business day in the City of Portland, Oregon, any action to be taken on such date may be taken
on the next succeeding full business day.

6.

17.

Common Stock

Subject to the limitations set forth in subdivisions 11, C. 2. and 11 (and subject to the rights of any
class of stock hereafter authorized }, dividends may be paid upon the Common Stock when and as de-
clared by the board of directors of the corporation out of any funds fegally available for the payment
of dividends.

Subject to the fimitations set forth in subdivisions 111. C. 3. and 12, (and subject to the rights of any
other cluss of stock hereafter authorized}, upon any dissotution, liquidation or winding up of the cor-
poration, whether voluntary or involuntary, the net asscts of the corporation shall be distributed
ratably to the holders of the Common Stock.

- Subject to the limitations st forth in subdivisions 111, C. 6,7,8,9and 15. (and subject to the rights

of any class of stock hereafier crcated), and except as may be otherwise provided by law or by the
resolutions estublishing any series of Preference Stock in accordance with subdivision 111, C. 10, the
hoiders of the Common Stock shall have the exclusive right to vote for the election of directors and
for all other purposes. In the clection of directors of the corporation, every holder of record of any
share or shares of the Common Stack of the corporation shall have the right 10 cast as many votes for
one candidate as shall equal the number of such shares muitiplied by the number of directors to be
clected. or to distribute such number of votes among any two or more candidates for such election.
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19. Upon the issuance for money or other consideration of any shares of capital stock of the corporation,
or of any security convertible into capital stock of the corporation, no holder of shares of the capital
stock, irrespective of the class or kind thereof, shall have any preemptive or other right to subscribe
for, purchase or receive any proportionate or other amount of such shares of capital stock, or such
security convertible into capital stock, proposed 1o be issued; and the board of directors may cause
the corporation to dispose of all or any of such shares of capital stock, or of any such security con-
vertible into capital stock, as and when said board may determine, free of any such right, either by
offering the same to the corporation's then shareholders or by otherwise selling or disposing of such
shares of other securities, as the board of directors may deem advisable.

ARTICLE 1V

A. The business and affairs of the corporation shall be managed by a board of directors. Except as pro-
vided in subdivision B. below, the number of members of the board, their classifications and terms
of office, and the manner of their election and removal shall be as follows:

1. The number of directors shall be that number, not less than nine or more than thirteen, deter-
mined from time fo time by resolution adopted by affirmative vote of a majority of the entire
board of directors. The directors shall be divided into three classes, designated Class I, Class II,
and Class HI. Each class shall consist, as nearly as possible, of one-third of the total number of
directors. At the 1984 annual meeting of shareholders, Class I directors shall be elected for a
one-year term, Class I directors for a two-year term, and Class I directors for a three-year
term. At each succeeding annual meeting of shareholders, successors to directors whose terms
expire at that annual meeting shall be of the same class as the directors they succeed, and shall
be elected for three-year terms. If the number of directors should be changed by resolution of
the board of directors, any increase or decrease shall be apportioned among the classes so as to
maintain the number of directors in each class as nearly equal as possible, but in no case shall g
decrease in the number of directors shorten the term of any incumbent director.

2. A director shall hold office until the annual meeting for the year in which his or her term shall
expire and until his or her successor shall have been elected and qualified, subject, however, to
prior death, resignation, retirement or removal from office. Any newly created directorship
resulting from an increase in the number of directors and any other vacancy on the board of
directors, however caused, may be filled by the affirmative vote of a majority of the directors
then in office, although less than a quorum, or by a sole remaining director. The term of a direc-
tor elected to fill a newly created directorship or any other vacancy shall expire at the same time
as the terms of the other directors of the class in which that vacancy occurred.

3. One or more of the directors may be removed with or without cause by the affirmative vote of
the holders of not less than two-thirds of the shares entitled to vote thereon at a meeting of the
shareholders called expressly for that purpose; provided, however, that for as long as the cor-
poration shall have cumulative voting, if fewer than all the directors should be candidates for
removal, no one of them shall be removed if the votes cast against his or her removal would be
sufficient to elect him or her if then cumulatively voted at an election of the class of directors of
which he or she shall be a part.

4. No person, except those persons nominated by the board, shall be eligible for election as a direc-
tor at any annual or special meeting of shareholders unless a written request that his or her name
be placed in nomination shall be received from a shareholder of record entitled to vaote at such
election by the secretary of the corporation not later than the latter of (a) the thirtieth day prior
to the date fixed for the meeting, or (b) the tenth day after the mailing of notice of that meeting,
together with the written consent of the nominee to serve as a director.
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B. Notwithstanding the provisions of subdivision A. above, whenever the holders of any one or more
classes of the capital stock of the corporation shall have the right, voting separately as a class or
classes, to elect directors at an annual or special meeting of shareholders, the election, term of office,
filling of vacancies and other features of such directorships shall be governed by the provisions of
these Restated Articles of Incorporation applicable thereto. Directors so elected shall not be
divided into classes unless expressly provided by such provisions, and during their prescribed
terms of office, the board of directors shall consist of such directors in addition to the directors
determined as provided in subdivision A. above.

C. This Article IV may not be repealed or amended in any respect unless such action shall be approved
by the affirmative vote of the holders of not less than two-thirds of the shares entitled to vote at an
election of directors determined as provided in subdivision A. above, at a meeting of the
shareholders called expressly for that purpose.

ARTICLE V

A. For purposes of this Article V:

1. The term “Affiliate”, as used to indicate a relationship with a specified “Person” {as hereinafter
defined), shall mean a Person that directly or indirectly through one or more intermediaries,
controls, or is controlled by, or is under common control with, the Person specified.

2. The term “Associate”, as used to indicate a relationship with a specified Person, shall mean {a)
any Person (other than the corporation) of which such specified Person is a director, officer,
partner, trustee, guardian, fiduciary or official or is, directly or indirectly, the beneficial owner of
10% or more of any class of equity securities or any beneficial interest, (b} any Person who is a
director, officer, partner, trustee, guardian, fiduciary or official or is, directly or indirectly, the
beneficial owner of 10% or more of any class of equity securities or any beneficial interest of or in
such specified Person (other than the corporation), and {(c) any relative or spouse of such
specified Person, or any relative of such spouse who has the same home as such specified
Person.

3. The term “Beneficial Owner” shall have the meaning set forth in Rule 13d-3 of the General
Rules and Regulations under the Securities Exchange Act of 1934 as in effect on April 9, 1984;
provided, however, that, notwithstanding the provisions of such Rule, a Person shall be deemed
to be the Beneficial Owner of any share of the capital stock of the corporation that such Person
shall have the right to acquire at any time pursuant to any agreement, contract, arrangement or
understanding, or upon exercise of conversion rights, warrants or options, or otherwise, and any
such share of capital stock shall be deemed to be outstanding for purposes of subdivision
V.A9.

4. The term “Business Transaction” shall include, without limitation, (a) any merger, consolida-
tion or plan of exchange of the corporation, or any Person controlled by or under common con-
trol with the corporation, with or into any “Related Person” (as hereinafter defined), (b) any
merger, consolidation or plan of exchange of a Related Person with or into the corporation or
any Person controlled by or under common control with the corporation, (c) any sale, lease,
exchange, transfer or other disposition {in one transaction or a series of transactions)
including without limitation a mortgage or any other security device, of all or any “Substantia}
Part” (as hereinafter defined) of the property and assets of the corporation, or any Person con-
trolied by or under common control with the corporation, to or with a Related Person, {d) any
purchase, lease, exchange, transfer or other acquisition (in one transaction or a series of transac-
tions), including without limitation a mortgage or any other security device, of all or any Sub-
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10.

stantial Part of the property and assets of Related Person, by or with the corporation or any
Person controlled by or under common control with the corporation, () any recapitalization of

the issuance, sale, exchange or other disposition of any securities of the corporation, or of any
Person controlled by or under common control with the corporation, by the corporation or by
any Person controlled by or under common control with the corporation, (g) any liquidation,
spinoff, splitoff, splitup or dissolution of the corporation, and (h) any agreement, contract or
other arrangement providing for any of the transactions described in this subdivision.

The term “Continuing Director” shall mean a director who was a director of the corporation on
April 9, 1984 and a director who shall become a director subsequent thereto whose election, or
whose nomination for election by the shareholders, shall have been approved by a vote of a
majority of the then Continuing Directors.

The term “Highest Purchase Price” shall mean, with respect to the shares of any class or series
of the capital stock of the corparation, the highest amount of consideration paid by a Related
Person for a share of the same class and series at any time regardless of whether the share was
acquired before or after such Related Person became a Related Person; provided, however,
that the Highest Purchase Price shall be appropriately adjusted to reflect the occurrence of any
reclassification, recapitalization, stock split, reverse stock split or other readjustment in the
number of outstanding shares of that class or series, or the declaration of a stock dividend
thereon. The Highest Purchase Price shall include any brokerage commissions, transfer taxes
and soliciting dealers’ fees paid by such Related Person with respect to any shares of the capital
stock acquired by such Related Person,

The term “Other Consideration” shall include, without limitation, capital stock to be retained
by the shareholders of the corporation in a Business Transaction in which the corporation shall
be the survivor.

The term “Person” shall mean any naturai person, corporation, partnership, trust, firm, associa-
tion, government, governmental agency or any other entity whether acting in an individual,
fiduciary or other capacity.

The term “Related Person” shall mean (a) any Person which, together with its Affiliates and
Associates, shall be the Beneficial Owner in the aggregate of 10 percent or more of the capital
stock of the corporation, and (b) any Affiliate or Associate (other than the corporation or a
wholly owned subsidiary of the corporation) of any such Person. Two or more Persons acting in
concert for the purpose of acquiring, holding or disposing of the capital stock of the corporation
shall be deemed to be a “Related Person”. A Related Person shall be deemed to have acquired a
share of capital stock at the time when such Related Person became the Beneficial Owner

Person, if the price paid for such shares cannot be determined by a majority of the Continuing
Directors, the price so paid shall be deemed to be the market price of the shares in question at
the time when such Related Person became the Beneficial Owner thereof.

The term “Substantial Part” shall mean 10% or more of the fair market value of the total assets
of a Person, as reflected on the most recent balance sheet of such Person available to the Con-
tinuing Directors on the date of mailing of the notice of the meeting of shareholders called for
the purpose of voting with respect to a Business Transaction involving the assets constituting
any such Substantial Part.

- The corporation shall not enter into any Business Transaction with a Related Person or in which a
Related Person shall have an interest (except proportionately as a shareholder of the corporation)
without first obtaining both (1) the affirmative vote of the holders of not less than two-thirds of the
outstanding shares of the capital stock of the corporation not held by such Related Person, and (2)
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the determination of a majority of the Continuing Directors that the cash or fair market value of the
property, securities or Other Consideration to be received per share by the holders, other than such
Related Person, of the shares of each class or series of the capital stock of the corporation in such
Business Transaction shall not be less than the Highest Purchase Price paid by such Related Per-
son in acquiring any of its holdings of shares of the same class or series, unless the Continuing Direc-
tors by a majority vote shall either {a) have expressly approved the acquisition of the shares of the
capital stock of the corporation that caused such Related Person to become a Related Person, or (b)
have expressly approved such Business Transaction.

C. For the purposes of this Article V, a majority of the Continuing Directors shall have the power to
make 3 good faith determination, on the basis of information known to them, of: (1) the number of
shares of capital stock of the corporation of which any Person shall be the Beneficial Owner, (2)
whether a Person is an Affiliate or Associate of another Person, (3) whether a Person has an agree-
ment, contract, arrangement or understanding with another Person as to the matters referred to in
subdivision V.A.3. or clause {(h) of subdivision V.A.4., (4) the Highest Purchase Price paid by 2
Related Person for shares of any class or series of the capital stock, (5) whether the assets subject to
any Business Transaction constitute a Substantial Part, (6) whether any Business Transaction is
one in which a Related Person has an interest (except proportionately as a shareholder of the cor-

poration), and (7) such other matters with respect to which a determination may be required under
this Article V.

D. Indetermining whether to give their approval as provided in subdivision V.B., the Continuing Direc-
tors shall give due consideration to all relevant factors involved, including,without limitation, (1) the
value of the corporation in a freely negotiated transaction and its future value as an independent
entity, {2) the recognition of gain or loss to the corporation for tax purposes or the postponement of
such recognition in a tax-free transaction, (3) the anticipated developments of the business of the
corporation not yet reflected in the price of its shares, and {4} the impact on employees, customers,
suppliers and the public generally within the geographical area it serves.

E. This Article V may not be repealed or amended in any respect unless such action shall be approved
by the affirmative vote of the holders of not less than two-thirds of the capital stock of the corpora-

tion not held by a Related Person at a meeting of the shareholders called expressly for that
purpose.

ARTICLE V1

No director of the corporation shall be personally liable to the corporation or its shareholders for monetary
damages for conduct as a director; provided that this Article VIshall not eliminate the liability of a director for
any act or omission for which such elimination of liability is not permitted under the Oregon Business Corpora-
tion Act. No amendment to the Oregon Business Corporation Act that further limits the acts or omissions for
which elimination of liability is permitted shall affect the liability of a director for any act or omission which
occurs prior to the effective date of such amendment.

ARTICLE V11

The corporation shall indemnify to the fullest extent then permitted by law any person who is made, or
threatened to be made, a party to any threatened, pending or completed action, suit or proceeding, whether
civil, criminal, administrative, investigative or otherwise {including an action, suit or proceeding by or in the
right of the corporation) by reason of the fact that the person is or was a director or officer of the corporation or
is or was serving at the request of the corporstion as a director or officer of another corporation, partnership,
joint venture, trust or other enterprise against all judgments, amounts paid in settlement, fines and such
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expenses (including attorneys’ fees)
shall not be deemed exclusive of any
included in any statute, bylaw, agree
any official capacity and as to actio

» actually and reasonably incurred in connection therewith. This Article
other provisions for indemnification of directors and officers that may be
ment, vote of shareholders or directors or otherwise, both as to action in
n in another capacity while holding an office.

ARTICLE VIII

A. The amount of the corporation’s

stated capital at the time of the adoption of these Restated Articles of
Incorporation is $69,376,264.89.

33



5

L4

]
- g
1
Lg ]
in
iy
~3
ey

(PREFERENCE BTOCK §6.95 BERIES DRSIGNATION CEATIPIfALE)

et AT

Of PINE R Trevye o N gt
NORTHWEST NATURAL GAS COMPANY' GRAToN CIVISION

1. The name of the Corporation is NORTHWEST NATURAL Gas
COMPANY. )

RESOLVED, that, pursuant to authority expressly vested in the
Board of Directors by the Restated Articles of Incorporation
of the corporation, there hereby is established a series of
the Preference Stock of the corporation, consisting of 250,000
shares, designated as "Preference Stock $6.95 Series", the
shares of which shall bpe identical with the shares of all
other series of the Preference Stock, except for the
preferences, limitations and relative rights fixed and
determined hereafter:

(i) The rate of dividend of shares of said
Series shall be $6.95 bPer annum; the dividend
payment dates shall be the 1sth days of
February, May, August and November ipn each
year, commencing on February 15, 1993; ang
dividends shall be Cumulative from the date of
original issue;

(ii) The shares of said Series shall not be
redeemable prior to December 31, 2002; ang on
such date, all of the outstanding shares of
said Series shall be subject to mandatory
redemption (unless such action, in the opinion
of counsel for the Corporation, would be
contrary to any applicable law or to any rule
or regulation of any governmental authority
having jurisdiction in the premises) at the
mandatory redemption price of $100 pPer share,
Plus unpaid accumulated dividends; provided,
however, that the pPayment of such mandatory

Series shall not bpe redeemed unless (i)



dividends on all outstanding shares of each
particular series of the Preferred Stock, at
the annual dividend rates fixed and determined
either by these Restated Articles of
Incorporation or in accordance with
subdivision III.C.1 thereof, shall have been
paid or declared and set apart for payment for
all past dividend periods and for the then
current dividend periods, and (ii) all amounts
due and payable to the holders of Preferred
Stock, by virtue of purchase funds, sinking
funds, or other analogous devices for the
retirement of the Preferred Stock, or by
virtue of dissolution, liquidation or winding
up of the corporation, shall have been paid or
funds for the payment thereof shall have been
set apart for payment;

(iii) The amount payable upon shares of said
Series in the event of either involuntary or
voluntary liquidation shall be $100 per share,
plus unpaid accumulated dividends, if any, to
the date of payment;

(iv) All shares of said Series redeemed by
the corporation shall be cancelled and
thereupon restored to the status of authorized
but unissued Preference Stock of the
corporation, undesignated as to series; and

(v) Whenever any of the dates mentioned
with respect to said Series shall not be a
full business day in the City of Portland,
Oregon, then any action to be taken on said
date may be taken on the next succeeding full
business day.

Dated: December 8, 1992

NORTHWEST NATURAL GAS COMPANY

(Corporate Seal) by AReere AL

la:c:\Vin-mischart-oct 02

Its Senior Vice President
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ARTICLES OF AMENDMENT

{PREFERRED BTOCK $7.125 BERIES DESIGNATION CERTIFICATE)
of
NORTHWEST NATURAL GAB COMPANY

1. The name of the corporation is NORTHWEST NATURAL
GAS COMPANY.

2. The following resolution was duly adopted by the
Board of Directors of the corporation on November 18, 1993 as an
Amendment to the Restated Articles of Incorporation and does not
require shareholder action:

RESOLVED, that pursuant to authority expressly
vested in the Board of Directors by the Restated
Articles of Incorporation, as amended, of the
corporation there hereby is established a series of the
Preferred Stock of the corporation, consisting of
150,000 shares, designated as "Preferred Stock $7.125
Series", the shares of which shall be identical with
the shares of all other series of the Preferred Stock
except for the preferences, limitations and relative
rights fixed and determined hereafter:

(i) (1) the rate of dividend of shares of
said Series shall be $7.125 per annum plus that
amount, if any, which will maintain each holder's
after Federal income tax dividend yield on each
dividend with respect to which any legislative
enactment, administrative action, judicial
decision or other change in law shall reduce or
eliminate the dividends received deduction of 70%
provided by Section 243(a) (1) of the Internal
Revenue Code of 1986, as amended, as in effect on
April 1, 1988 (the "Dividends Received
Deduction"), at the level at which such yield
would have been if such dividend had been paid to
such holder on April 1, 1988 (each holder's after
Federal income tax dividend yield on April 1, 1988
being calculated on the bases of (i) a cost per
share of $100, (ii) the Dividends Received
Deduction, and (iii) an assumed Federal income tax
rate of 34%; and, thereafter, such holder's after
Federal income tax dividend yield being calculated
on the bases of (i) and (iii) and any reduced
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dividends received deduction at the time then in
effect); provided, however, that any such
increased dividend shall be payable only (A) on
shares of said Series in respect of which the
holder shall have delivered to the corporation no
later than 360 days after the effective date of
any such reduction or elimination of the Dividends
Received Deduction a written notice (I) stating
that such holder is entitled to an increased
dividend as a result of such reduction or
elimination, (II) specifying the amount per share
of such increase, and (I1I) specifying the total
number of shares of said Series held by such
holder, and (B) in respect of dividends payable
after the date of receipt of such notice by the
corporation; (2) the dividend payment dates shall
be the 15th days of February, May, August and
November in each year, commencing on February 15,
1994; and (3) dividends shall be cumulative from
December 1, 1993;

(ii) (1) oOther than as provided in
subdivision (2) below, shares of said Series shall
not be redeemable at the election of the
corporation prior to May 1, 1998. On and after
May 1, 1998, the shares of said Series may be
redeemed, at the election of the corporation, at
the following redemption prices:

1f Redeemed I1f Redeemed

During 12-Months Redemption During 12-Months Redemption
Period Ending Price Period Ending Price
April 30 Per Share April 30 Per Share
1999 . e e e $104.750 2004 . . . ., . $102.375
2000 . e e e 3104.275 2005 . . . . . $101.900
2001 . . e e . $103.800 2006 . . . . . $101.425
2002 . . . e $103.325 2007 . e e $100.950
2003 . e s s $102.850 2008 . e e e . $100.475

and thereafter $100 per share, plus an amount in :
each case egual to accrued unpaid dividends, if

any, to the date of redemption; and (2) all but

not less than all of the shares of said Series

held by any holder which shall have given notice

that such holder will be entitled to an increased

045600105 28002800 L\5847.14 11/30/93
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dividend ip accordance with subdivision (i) (1)
above may be redeemed, at the election of the
corporation, at the redemption price of $100 per
share, plus an amount equal to accrued unpaid
dividends, if any, to the date of redemption,
within the Period of 360 days commencing on the
date of recelipt by the corporaticn of such notice;

(iii) the amount Payable upon shares Oof said Series
in the event of involuntary liquidation shall be $100
pPer share and in the event of voluntary liquidation (1)
occurring prior to May 1, 1994, shalj be $107.125 per
share, (2) occurring during the 12-months Periods
ending Aprij 30, 1995, 1996, 1997 ang 1988, shall be,
respectively, $106.650, $106.17s, $105.700 ang $105,225
Per share and (3) occurring on or after May 1, 1993,

redemption Price of shares of said Series, plus in each
case, an amount equal to accrued unpaid dividends, if
any, to the date of payment ;

(iv) shares of said Series shall not be, by
their terns, convertible;

(v} shares of said Series shal) be entitieq
to the benefits of a sinking fund as follows:

(1} The corporation (unless such

Premises) as g sinking fund for the retirement of
shares of said Series, shall redeem, in the manner
herein provided, 7,s00 shares of saigqg Series on
June 15, 1994 ang 7,500 shares of said Series on

number of shares tg be redeemed from any holder
shall be adjusted to the nearest full share sgo
that fractional shares need not be redeemed. The
corporation may, on any redemption date asg above
Provided and at jtg option, credit against its
sinking fund obligation such number of shares of
said Series theretofore redeemed by the

04560\G10\SS 280002800 LAS847.14 113093
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corporation, otherwise than for the account of its
sinking fund obligation, or such number of shares
of said Series theretofore purchased by the
corporation at a price per share not in excess of
$100.00 plus accrued unpaid dividends, and in
either case not theretofore applied as a credit on
its sinking fund obligation. The sinking fund for
said Series shall not be cumulative. Notice of
redenption for each sinking fund shall be given,
and deposit of the aggregate redemption price may
be made, subject to the general terms and
provisions for redemption of the Preferred Stock
set forth in subdivision III.C.4 of the Restated
Articles of Incorporation;

{2) Shares of said Series redeemed
pursuant to the provisions of the sinking fund or
credited thercto shall be cancelled, shall not be
reissued as shares of said Series, and shall be
restored to the status of authorized but unissued
shares of the Preferred Stock of the corporation;

(3) Unless otherwise provided by law,
nothing herein contained shall prevent or in any
manner restrict the Board of Directors of the
corporation from authorizing and issuing any other
series of Preferred Stock entitled to a purchase
fund, sinking fund or other analogous device for
the benefit of the holders of such other series of
Preferred Stock of the corporation, whether or not
the provisions therefor shall correspond with the
provisions for said Series; provided that the
dates on which such other fund or device shall
operate in any particular year shall correspond
with the date applicable to said Series and in the
event there is a deficiency in the funds available
in any particular year for the fulfillment of the
maximum requirements of the purchase funds,
sinking funds or other analogous devices of all
outstanding series of Preferred Stock of the
corporation in accordance with the terms thereof,
such funds as are available in accordance with
such terms for such purpose shall be prorated
among all such series so that the percentage
allocated to any particular series of Preferred
stock shall correspond with its portion of the
total amount due; and

(4560\01 0\SS28002800]LASBAT. 1\ 11/30/93
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(4) After June 15, 1984, so long as any
shares of said Series shall be outstanding, no
dividends on the Common Stock or the Preference
Stock of the corporation shall, without the
written consent or affirmative vote of the holders
of at least a majority of the total number of
shares of said Series then outstanding, be
declared and set apart for payment, unless the
corporation, on the June 15th immediately
preceding the declaration of such dividend, shall
have redeemed 7,500 shares of said Series at
$100.00 per share plus accrued unpaid dividends to
such June 15th or in accordance with the terms
hereof shall have taken credits against the shares
of said Series sinking fund which, with shares
redeemed pursuant toc such fund obligation,
aggregate 7,500 shares of said Series; and

(vi) Whenever any of the dates mentioned with
respect to said Series shall not be a full
business day in the City of Portland, Oregon, then

any action to be taken on said date may be taken
on the next succeeding full business day.

Dated: December 1, 1993

NORTHWEST NATURAL GAS COMPANY

By;ﬁjgajdlenﬂ~t4z;2-:;Lfﬁiﬁ

Its Seniof Vice Président

(Corporate Seal)

04560\010\SS2800\ 280011 \5847.1% 11/30/93
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MINUTE BOOK
FILED
ARTICLES OF AMENDMENT
x NAY 27 1554
RESTATED ARTICLES OF INCORPORATION SECREDU?!DFSUUE
OF

NHORTEWEST NATURAL GAS COMPANY

The name of the corporation is Northwest Natural Gas
Company.

subdivision A of Article III of the Restated Articles of
Incorporation is amended to read as follows:

"The aggregate number of shares of capltal stock which
the corporation shall have authority to issue is
63,500,000 shares, divided into 1,500,000 shares of
Preferred Stock without par value, 1ssuable in series
as hereinafter provided, 2,000,000 shares of Preference
gtock without par value, 1ssuable in series as
hereinafter provided, and 60,000,000 shares of Common
Stock of the par value of $3-1/6 per share.™

The amendment was adopted by the shareholders of the
corporation on May 26, 1994.

13,244,529 shares of Common Stock were outstanding and
entltled to vote on the amendment.

9,981,213 shares of Common Stock were voted for the
amendment and 1,060,991 shares of Common Stock were voted
against the amendment.

DATED: May 27, 1994

NORTHWEST NATURAL GAS COMPANY

e [ObMyrnts

Bruce R. DeBolt
Senior Vice President

aramend. 554
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A copy of the Company's Bylaws, as amended.
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BYLAWS
OF
NORTHWEST NATURAL GAS COMPANY

ARTICLE L
OFFICES

Section 1. Office. The principal office of the company shall be located in the City of Portland,
Oregon. The company also may have offices at such other places both within and without the State of
Oregon as the board of directors from time to time may determine.

Section 2. Registered Office. The registered office of the company reguired by law to be
maintained in the state shall be at the same location as the principal office unless otherwise designated
by resolution of the board of directors.

ARTICLE H.
MEETINGS OF SHAREHOLDERS

Section 1. Annual Meeting. The annual meeting of shareholders of the company for the election
of directors and for the transaction of other business shall be held at the company’s office in the City
of Portland, Oregon, or such other place in that City as shall be determined by the board of directors,
on the fourth Thursday of May in each year, unless such day shall be a legal holiday, in which event
such meeting shall be held on the next business day. If such meeting shall not be held on such day in
any year, it shall be held within 60 days thereafter on such day as shall be fixed by the board of
directors and be specified in the notice of the meeting. Every such meeting shall be held at the hour of
two o’clock p.m., or at such other hour as shall be fixed by the board and specified in such notice.

Section 2. Special Meetings. Special meetings of the shareholders of the company may be called
by the board of directors or the holders of not less than one-tenth of all shares entitied to vote at the
meeting. Fach special meeting shall be held for such purposes, at such place in the City of Portland,
Oregon, and at such time as shall be specified in the notice thereof.

Section 3. Notice. Writien or printed notice stating the place, day and hour of the meeting and, in
case of a special meeting, the purpose or purposes for which the meeting is called, shall be delivered
not less than 10 nor more than 50 days before the date of the meeting, either personally or by mail, by
or at the direction of the board of directors or the persons calling the meeting, to each shareholder of
record entitled to vote at such meeting.

Section 4. Fixing Record Date. For the purpose of determining shareholders entitled to notice of
or to vote at any meeting of shareholders, or any adjournment thereof, or entitled to receive payment
of any dividend, or in order to make a determination of shareholders for any other proper purpose, the
board of directors may fix in advance a date as the record date for any such determination of
shareholders, such date in any case to be not more than 50 days and, in the case of a meeting of
shareholders, not less than 10 days prior to the date on which the particular action requiring such
determination of shareholders is to be taken. If no record date is fixed for the determination of
shareholders entitled to notice of or to vote at a meeting of shareholders, or shareholders entitied to
receive payment of a dividend, the date on which notice of the meeting is mailed or the date on which
the resolution of the board declaring such dividend is adopted, as the case may be, shall be the record
date for such determination of shareholders. When a determination of shareholders entitled to vote at
any meeting of shareholders has been made as provided in this section, such determination shall apply
to any adjournment thereof.

Amended 1/1/85



Amended 12/13/01

Amended 5/23/02

Amended 5/23/02

Section 5. Record of Shareholders. The officer or agent having charge of the transfer books for
shares of the company shall make, at least 10 days before each meeting of shareholders, a complete
record of the shareholders entitled to vote at such meeting or any adjournment thereof, arranged in
alphabetical order with the address of and the number of shares held by each, which record, for a
period of 10 days prior to such meeting, shall be kept on file at the registered office of the company
and shall be subject to inspection by any shareholder at any time during usual business hours. Such
record also shall be produced and kept open at the time and place of the meeting and shall be subject
to the inspection of any shareholder during the whole time of the meeting. The original transfer books
for shares shall be prima facie evidence as to who are the shareholders entitled to examine such record
or transfer books or to vote at any meeting of the shareholders.

Section 6. Quorum. A majority of the shares of the company entitled to vote, represented in
person or by proxy, shall constitute a qguorum at all meetings of shareholders. if a quorum is present,
in person or by proxy, the affirmative vote of a majority of the shares represented at the meeting and
entitled to vote on the subject matter shall be the act of the shareholders, unless the vote of a greater
number, or voting by classes, is required by law or the Restated Articles of Incorporation.

If a quorum shall not be represented at any meeting of shareholders, the sharcholders represented
may adjourn the meeting from time to time withont further notice. At such adjourned meeting, at
which a quorum shall be present or represented, any business may be transacted which might have
been transacted at the meeting as originally noticed. The shareholders represented at a duly organized
meeting may continue to transact business until adjournment, notwithstanding the withdrawal of
enough shareholders to leave less than a quorum.

Section 7. Voting. Each outstanding share, regardless of class, shall be entitled to one vote on
each matter submitted 10 a vote at a meeting of shareholders, except to the extent that the voting rights
of the shares of any class or classes are limited or denied by law or the Restated Articles of
Incorporation. At each election of directors holders of shares of common stock have the right to
cumulative voting as provided for in the Restated Articles of Incorporation. A shareholder may vote
either in person or by proxy. A shareholder may authorize a person or persons to act for the
shareholder as proxy in any manner permitted by law. An authorization of a proxy is effective when
received by the secretary of the company or other officer or agent authorized to tabulate votes.

Section 8. Conduct of Meetings. Every meeting of shareholders shall be presided over by the
chairman of the board, in his or her absence by the president, in their absence by a vice president or, if
none be present, by a chairman appointed by the shareholders present at the meeting. The minutes of
such meeting shall be recorded by the secretary or an assistant secretary but, if neither be present, by a
secretary appointed for that purpose by the chairman of the meeting. The board of directors may
adopt by resolution such rules and regulations for the conduct of meetings of shareholders as it shall
deem appropriate. Except to the extent inconsistent with such rules and regulations as adopted by the
board of directors, the chairman of any meeting of shareholders shall have the exclusive right and
authority to prescribe such rules, regulations and procedures and to do ail such acts as, in the judgment
of such chairman, are appropriate for the proper conduct of the meeting. Such rules, regulations or
procedures, whether adopted by the board of directors or prescribed by the chairman of the meeting,
may include, without limitation, the following: (a) the establishment of an agenda or order of business
for the meeting; (b) rules and procedures for maintaining order at the meeting and the safety of those
present; (c) limitations on attendance at or participation in the meeting to shareholders of record of the
company, their duly authorized and constituted proxies or such other persons as the chairman of the
meeting shall determine; (d) restrictions on eniry to the meeting afier the time fized for the
commencement thereof; and {e) limitations on the time allotted to questions or cominents by
participants. Unless and to the extent determined by the board of directors or the chairman of the
meeting, meetings of shareholders shall not be required to be held in accordance with the rules of
parliamentary procedure.

Section 9. Proper Business for Meetings. (a) No business shall be conducted at any meeting of
shareholders that has not been properly brought before the meeting. To be properly brought before a
special meeting of shareholders, business must be specified in the notice of meeting (or any
supplement thereto) given by or at the direction of the board of directors or the persons calling the
meeting. To be properly brought before an annual meeting of shareholders, business must be either (i)
specified in the notice of meeting (or any supplement thereto) given by or at the direction of the board
of directors, (ii) otherwise brought before the meeting by or at the direction of the board of directors or
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the chairman of the board, or (iii) otherwise properly brought before the meeting by a shareholder. In
addition to any other applicable requirements, for business to be properly brought before an annual
meeting by a shareholder, the shareholder must have given timely notice thereof in writing to the
secretary of the company. To be timely, a shareholder’s notice must be delivered to the secretary at
the principal executive office of the company not less than 90 days prior to the first anniversary of the
previous year’s annual meeting of shareholders; provided, however, that in the event that the date of
the annual meeting is advanced by more than 30 days or delayed (other than as a result of
adjournment) by more than 30 days from the anniversary of the previous year’s annual meeting, notice
by a shareholder to be timely must be delivered not later than the close of business on the later of the
90th day prior to such annual meeting or the 10th day following the day on which public
announcement of the date of such meeting is first made. For purposes of this section, “public
announcement” shall mean disclosure in a press release reported by the Dow Jones News Service,
Associated Press or comparable national news service or in a document publicly filed by the company
with the Securities and Exchange Commission; (b) A shareholder’s notice to the secretary shall set
forth (i) one or more matters appropriate for shareholder action that the shareholder proposes to bring
before the meeting, (ii) a brief description of the matters desired to be brought before the meeting and
the reasons for conducting such business at the meeting, (iii) the name and record address of the
shareholder, (iv) the class and number of shares of the company that the shareholder owns or is
entitled to vote and (v) any material interest of the shareholder in such matters; and (¢) The chairman
of the meeting shall have the power and duty (i) to determine whether any proposed business was
properly brought before the meeting in accordance with the procedures set forth in this Section 9, and
(ii) if the chairman determines that any proposed business was not brought before the meeting in
compliance with this Section 9, to declare that such proposed business shall not be transacted.

ARTICLE I
BOARD OF DIRECTORS

Section 1. Directors. The business and affairs of the company shall be managed by its board of
directors. The number of members of the board, their classification and terms of office, and the
manner of their election and removal shall be determined as provided by the Restated Articles of
Incorporation. Directors need not be residents of the State of Oregon or shareholders of the company.
Effective July 1, 2002, no person who has reached the age of 70 years shall be eligible to be ¢elected a
director.

Section 2. Chairman of the Board. The board of directors may elect one of its members as
chairman of the board. The chairman of the board, if that position be filled, shall preside at all
meetings of the shareholders and the board of directors and shall have such other duties and
responsibilities as may be prescribed by the board of directors. If there shall be no chairman of the
board, or in his or her absence or disability, the president also shall exercise the duties and
responsibilities of that position.

Section 3. Compensation. Directors shall receive such reasonable compensation for their services
as may be fixed from time to time by resolution of the board of directors, and shall be reimbursed for
their expenses properly incurred in the performance of their duties as directors. No such payment
shall preclude any director from serving the company in any other capacity and receiving such
reasonable compensation for such services as may be fixed by resolution of the board.

ARTICLEIV.
MEETINGS OF THE BOARD OF DIRECTORS

Section 1. Regular Meetings. Regular meetings of the board of directors shall be held in the
company’s offices at two o”clock p.m., Pacific Time, on the fourth Thursday of February, April, May,
July and September, and on the third Thursday of December, or on such other date or at such other
hour and place as shall be specified in the notice of meeting. The date, time and place for holding
regular meetings of the board of directors may be changed upon the giving of notice to all directors by
or at the request of the chairman of the board or the president. The board may provide by resolution
the time and place either within or without the State of Oregon for holding of meetings or may omit
the holding of any meeting without other notice than such resolution.

Amended 5/17/84
Amended 5/23/02
Amended 12/18/03

Amended 1/1/85

Amended 5/17/84

Amended 5/26/88
Amended 3/23/91
Amended 12/16/93
Amended 7/25/96
Amended 5/28/98



Amended 1/1/85
Amended 2/24/95
Amended 5/23/02

Amended 5/17/84

Amended 5/17/84
Amended 1/1/35
Amended 11/21/91
Amended 2/24/95
Amended 5/23/96
Amended 5/23/02

Amended 2/24/95
Amended 5/23/02

Amended 2/22/90
Amended 2/24/95
Amended 5/23/02

Section 2. Special Meetings. Special meetings of the board of directors may be called by or at the
request of the chairman of the board, the chairman of the governance comumitiee, the president or any
two directors. The person or persons authorized to call special meetings of the board may fix any
place, either within or without the State of Oregon, as the place for holding any special meeting of the
board called by them. Notice of the time and place of special meetings shall be given to each director
at least one day in advance by the secretary or other officer performing his or her duties.

Section 3. Waiver of Notice. Any director may waive notice of any meeting. The attendance of a
director at any meeting shall constitute a waiver of notice of such meeting, except where a director
attends a meeting for the express purpose of objecting to the transaction of any business because the
meeting is not lawfully called or convened. Except as otherwise provided by law or the Restated
Articles of Incorporation, neither the business to be transacted at, nor the purpose of, any regular or
special meeting of the board of directors need be specified in the notice or waiver of notice of such
meeting.

Section 4. Quormm. A majority of the number of directors at any time fixed by resolution
adopted by the affirmative vote of a majority of the entire board of directors shall constitute a gunorum
for the transaction of business. If a quorum shall not be present at any meeting of directors, the
directors present may adjourn the meeting from time to time without further noﬂce until a quorum
shall be present.

Section 5. Manner of Acting. Except as otherwise provided by law or the Restated Articles of
Incorporation, the act of the majority of the directors present at a meeting at which a quorum is present
shall be the act of the board of directors.

Section 6. Action Without a Meeting. Any action required or permitted to be taken at a meeting
of the board of directors may be taken without a meeting if a consent in writing, setting forth the
action so taken, shall be signed by all of the directors entitled to vote with respect to the subject matter
thereof,

ARTICLE Y,
COMMITTEES OF THE BOARD

Section 1. Governance Committee. The board of directors at any time, by resolution adopted by
a majority of the board of directors, may appoint a governance committee composed of three or more
independent directors, The board shall designate one member of the committee as chairman. The
committee shall have and may exercise all of the authority of the board of directors in the
management of the company, except with respect to matters upon which by law only the board of
directors may act. The committee’s responsibilities shall include serving as the nominating
committee of the board; making recommendations to the board on board and board committee
composition and structure, including recommendations with respect to committee and committee
chairmanship assignments; and conducting periodic board self-assessments, peer reviews of
individual directors and evaluations of committee effectiveness. The committee shall aEso perform
such other functions as the board by resolution from time to tirne may direct.

Section 2. Audit Committee. The board of directors at any time, by resolution adopted by a
majority of the board of directors, may appoint an audit committee composed of three or more
independent directors. The board shall designate one member of the commiftee as chairman. The
duties of the committee shall be to discuss and review with the company’s independent auditors the
annual andit of the company, including the scope of the audit, and report the results of this review to
the board; to meet with the independent auditors at such other times as the committee shall deem to
be advisable; and to perform such other functions as the board by resolution from time to time may
direct.

Section 3. Organization and Executive Compensation Committee. ‘The board of directors at
any time, by resolution adopted by a majority of the board of directors, may appoint an organization
and executive compensation committee composed of three or more independent directors. The board
shall designate one member of the committee as chairman. The duties of the committee shall be to
discuss and review the management of the affairs of the company relating to its organization and to
executive personnel and their compensation, and to perform such other functions as the board by
resolution from time to time may direct.
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Section 4. Strategic Planning Committee. The board of directors at any time, by resolution
adopted by a majority of the board of directors, may appoint from among its members a strategic
planning committee composed of three or more directors, a majority of whom shall not be officers or
retired officers of the company. The board shall designate one member of the committee who is not
an officer or retired officer of the company as chairman. The duties of the committee shall be to
review and make recommendations to the board with respect to the company’s long-term strategic
goals, objectives and plans. The committee shall also perform such other functions as the board by
resolution from time to time may direct,

Section 5. Finance Committee. The board of directors at any time, by resolution adopted by 2
majority of the board of directors, may appoint a finance committee composed of three or more
directors, a majority of whom shall not be officers or retired officers of the company. The board shall
designate one member of the committee who is not an officer or retired officer of the company as
chairman. The duties of the cormmnittee shall be to discuss and review the management of the affairs
of the company relating to financing, including the development of financial planning goals and
financial policy, and to perform such other functions as the board by resolution from time to time
may direct.

Section 6. Public Affairs and Environmental Policy Committee. The board of directors at any
time, by resolution adopted by a majority of the board of directors, may appoint from among its
members a public affairs and environmental policy committee composed of three or more directors, a
majority of whom shall not be officers or retired officers of the company. The board shall designate
one member of the committee who is not an officer or retired officer of the company as chairman.
The duties of the committee shall be (i) to consider, review and monitor significant matters of public
interest and societal trends, and the company’s community affairs, charitable contributions, diversity
and equal employment opportunity compliance programs, and (i) to monitor significant
environmental issues affecting the company and to recommend to the board approprate
environmental policies. The committee shall also perform such other functions as the board by
resolution from tire to time may direct.

Section 7. Other Comumittees. The board of directors at any time, by Tesolution adopted by a
majority of the board of directors, may appoint from among its members such other committees and
the chairmen thereof as it may deem to be advisable. Each such committee shall have such powers
and authority as are set forth in the resolutions pertaining thereto from time to time adopted by the
board.

Section 8. Changes of Size and Function. Subject to the provisions of law, the board of
directors shall have the power at any time to increase or decrease the number of members of any
committee, to fill vacancies thereon, to change any members thereof and to change the functions and
terminate the existence thereof.

Section 9. Conduet of Meetings. Each committee shall conduct its meetings in accordance with
the applicable provisions of these bylaws relating to the conduct of meetings of the board of directors,
Each committee shall adopt such further rules and regulations regarding its conduct, keep such
minutes and other records and appoint such subcommittees and assistants as it shall deem to be
appropriate,

Section 10. Compensation, Persons serving on any committee shall receive such reasonable
compensation for their services on such committee as may be fixed by resolution of the board of
directors, provided that no person shall receive compensation for his or her services on anmy
committee while serving as an officer of the company.

ARTICLE VL
NOTICES

Section 1. Form and Manner. Whenever, under the provisions of law or the Restated Articles
of Incorporation, notice is required to be given to any director or shareholder, unless otherwise
specified, it shall be given in writing by mail addressed to such director or shareholder at his or her
address as it appears on the stock transfer books or other records of the company, with postage
thereon prepaid, and such notice shall be decmed to be delivered when deposited in the United States
Mail. Notice to directors also may be given by telephone or in any other manner which is reasonably
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calculated to give adequate notice.

Section 2. Waiver. Whenever any notice whatever is required to be given under the provisions of
law, the Restated Articles of Incorporation or these bylaws, a waiver thereof in writing signed by the
person or persons entitled to such notice, whether before or after the time stated therein, shall be
deemed equivalent to the giving of such notice.

ARTICLE ViL
OFFICERS

Section 1. Election. The board of directors, at its first meeting following the annual meeting of
shareholders each year, shall elect one of its members as president and shall elect a secretary. At
such meeting, or at any other time it shall deem appropriate, the board may elect one or more vice
presidents and a treasurer. The board also may elect or appoint such other officers and agents as it
may deem necessary. Any two or more offices may be held by the same person, except the offices of
president and secretary.

Section 2. Compensation. The officers of the company shall receive such reasonable
compensation for their services as from time to time may be fixed by resolution of the board of
directors.

Section 3. Term. The term of office of all officers shall commence upon their election or
appointment and shall continue until the first meeting of the board of directors following the annual
meeting of shareholders and thereafier until their successors shall be elected or until their resignation
or removal. A vacancy occurring in any office of the company for whatever reason may be filled by
the board.

Section 4. Removal. Any officer or agent elected or appointed by the board of directors may be
removed by the board whenever in its judgment the best interests of the company will be served
thereby but such removal shall be without prejudice to the contract rights, if any, of the officer or
agent 50 removed.

Section 5. President. Unless otherwise determined by the board of directors, the president shall
be the chief executive officer of the company and, subject to the control of the board of directors,
shall be responsible for the general administration and operation of the company. He shall have such
other duties and responsibilities as may pertain to such office or be prescribed by the board of
directors. In the absence or disability of the president, an officer designated by the board shall
exercise the duties and responsibilities of the president.

Section 6. Vice Presidents. Fach vice president shall have such duties and responsibilities as
may be prescribed by the board of directors and the president. The board or the president may confer
a special title upon a vice president.

Section 7. Secretary. The secretary shall record and keep the minutes of the shareholders in one
or more books provided for that purpose; see that all notices are duly given in accordance with the
provisions of these bylaws or as required by law; and perform such other duties as may be prescribed
by the board or the president. The secretary shall have custody of the corporate seal of the company
and shall affix the seal to any instrument requiring it and attest the same by his or her signature.

The assistant secretaries shall have such duties as may be prescribed from time to time by the
board, the president or the secretary. In the absence or disability of the secretary, his or her duties
shall be performed by an assistant secretary.

Section 8. Treasurer. The treasurer shall have charge and custody and be responsible for all
funds and securities of the company; deposit all moneys and other valuable effects in the name and to
the credit of the company in such depositories as may be designated by the board of directors; and
disburse the funds of the company as may be authorized by the board and take proper vouchers for
such disbursements. The treasurer shall have such other duties as may be prescribed from time 10
time by the board or the president. In the absence or disability of the treasurer, his or her duties shall
be performed by an assistant treasurer.



ARTICLE VIIL
CONTRACTS, LOANS, CHECKS AND DEPOSITS

Section 1. Contracts. The board of directors by resolution may authorize any officer or officers,
agent or agents, to enter into any contract or execute and deliver any instrument in the name of and on
behalf of the company, and such authority may be general or confined to specific instances.

Section 2. Loans. No loans shall be contracted on behalf of the company and no evidences of
indebtedness shall be issued in its name unless authorized by a resolution of the board of directors.
Such authority may be general or confined to specific instances.

Section 3. Checks and Drafts. All checks, drafts or other orders for the payment of money,
notes or other evidences of indebtedness issued in the name of the company shall be signed by such
officer or officers, agent or agents of the company and in such manner as shall from time to time be
determined by resofution of the board of directors.

Section 4. Deposits. All funds of the company not otherwise employed shall be deposited from
time to time to the credit of the company in such banks, trust companies or other depositories as the
board of directors or officers of the company designated by the board may select, or be invested as
authorized by the board.

ARTICLE EX.
CERTIFICATES FOR SHARES AND THEIR TRANSFER

Section 1. Certificates for Shares. The shares of the company shall be represented by
certificates; provided, however, the board of directors may provide by resolution or resolutions that
some or all of any or all classes or series of the company’s shares shall be uncertificated shares.
When shares are not represented by certificates then within a reasonable time after the issuance or
transfer of such shares, the company shal send or cause to be sent to the shareholder to whom such
shares have been issned or transferred a written statement of the information required by the laws of
the State of Oregon to be on certificates.

Certificates representing shares of the company shall be issued only for whole numbers of shares
and shall be in such form as the board of directors may, from time to time, prescribe in accordance
with the laws of the State of Oregon. Such cerificates shall be signed by the president or a vice
president and by the secretary or an assistant secretary and sealed with the corporate seal or a
facsimile thereof. The signatures of such officers upon a certificate may be facsimiles thereof. In
case of a lost, destroyed or mutilated certificate a new one may be issued therefor upon such terms
and indemnnity to the company as the board may anthorize.

Section 2. Transfer, Shares of stock of the company shall be transferable on the books of the
company by the holder of record thereof, or by his or her Jegal representative who shall furnish
proper evidence of authority to transfer, or by his or her attorney thereunto authorized by duly
executed power of attorney, and on surrender for cancellation of the certificates, if any, for such
shares. The board of directors may appoint one or more transfer agents and registrars of stock of the

company.

Section 3. Owner of Record. The company shall be entitled to recognize the exclusive right of a
person registered on its books as the owner of shares to receive dividends and to vote as such owner
and shall not be bound to recognize any equitable or other claim to or interest in such share or shares
on the part of any other person, whether or not it shall have express or other notice thereof, except as
otherwise provided by law,

ARTICLE X.
INDEMNIFICATION AND INSURANCE

Section 1. Indemnification. The company shall indemnify any person who was or is a party or is
threatened to be made a party to any threatened, pending or completed action, suit or proceeding,
whether civil, criminal, administrative or investigative, by reason of the fact that he or she is or was a
director, officer, employee or agent of the company, or is or was serving at the request of the
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company as a director, officer, employee, agent or fiduciary of another corporation, partnership, joint
venture, trust or other enterprise or any employee benefit plan, against expenses (including attorney’s
fees), judgments, fines and amounts paid in settiement actually and reasonably incurred by him or her
in connection with the defense or settlement of such action, suit or proceeding to the fullest extent
permissible under the Oregon Business Corporation Act or the indemnification provisions of any
successor Act. The foregoing rights of indemnification shall not be exclusive of any other rights
to which any such person so indemnified may be entitled, under any agreement, vote of
shareholders or disinterested directors or otherwise, both as to action in his or her official capacity
and as to action in another capacity while holding such office; shall continue as to a person who has
ceased to be a director, officer, employee or agent; and shall inure to the benefit of the heirs,
executors and administrators of such a person.

Section 2. Insurance. The company may purchase and maintain insurance (and pay the entire
premium therefor) on behalf of any person who is or was a director, officer, employee or agent of the
company, of is or was serving at the request of the company as a director, officer, employee or agent
of another corporation, partnership, joint venture, trust or other enterprise against any liability
asserted against him or her and incurred by him or her in any such capacity or arising out of his or her
status as such, whether or not the company would have the power to indemnify him or her against
such liability under the provisions of the Oregon Business Corporation Act or any successor Act; and
on behalf of any person who is or was a fiduciary under the Employee Retirement Income Security
Act of 1974 with regard to an employee benefit plan of the company against any liability asserted
against him or her and incurred by him or her in his or her fiduciary capacity.

ARTICLE X1.
SEAL

The corporate seal of the company shall be circular in form and shall bear an inscription
containing the name of the company, the year of its organization, the state of its incorporation and the
words “Corporate Seal.”

ARTICLE XIL
AMENDMENTS
These bylaws, or any of them, may be altered, amended or repealed, or new bylaws adopted, by

resolution of a majority of the board of directors, subject to repeal or change by action of the
shareholders.

g



CERTIFICATE
L C. J. Rue, Secretary of Northwest Natural Gas Company, a corporation organized and existing under the laws

of the State of Oregon, HEREBY CERTIFY that the foregoing eight printed pages entiled “Bylaws of Northwest
Natural Gas Company” constitute a full and true copy of the Bylaws of said corporation as of the date hereof,

WITNESS my hand and seal of said corporation this day of

C.J. Rue
Secretary



EXHIBIT C

A draft copy of the proposed resolutions to be adopted at the Company’s Board of
Directors meeting to be held September 21-22, 2005 relating to the Company’s back-up

fine of credit. The Company will forward under separate cover a certified copy of the
final resolutions.
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Approval of Bank Lines of Credit

Mr. Anderson recalled that the Board previously authorized management to
prepare and file the required applications with the Public Utility Commission of Oregon
(“OPUC”) and the Washington Utilities and Transportation Commission (“WUTC”) to
secure the required approvals for entering into primary bank lines of credit aggregating
up to $250 million with one or more banks pursuant to unsecured credit agreements
providing for committed bank lines, all or a portion of which may provide for
commitments exceeding a 364-day period. The primary purpose of these lines is to
provide a credit backup for the Company’s commercial paper program. He reported that
applications have been filed with both the OPUC and WUTC.

He also recalled that, recently, the terms of the lines of credit have been with four
banks with lines aggregating up to $150 million, with one-half of that amount committed
for 364 days and the other half committed for three years. He recommended, based on
the Company’s short-term borrowing forecast and current market conditions for bank
lines, that the Board authorize bank lines of credit up to $250 million, of which the entire
amount of the bank line would be committed for five years. He said the Company has
negotiated lines of credit aggregating $200 million, but believes it would be prudent to
provide the ability to increase the aggregate amount to $250 million if deemed
appropriate. He also recommended that an additional bank, Wachovia Bank, participate
in the lines of credit. He said that the existing lines of credit would be terminated
contingent upon the closing of the new lines of credit. Management believes it would be
a prudent financial course for the Company to extend the term of the multi-year credit
line. In addition to a lengthened term, Mr. Anderson reported that the new credit lines
eliminate the minimum net worth covenant, leaving only a single financial covenant
requiring maintenance of a consolidated funded indebtedness to total capitalization ratio.

Mr. Papé reported that the Finance Committee had unanimously endorsed
management’s recommendation that the Company be authorized to enter into an
unsecured credit facility for committed bank lines of credit as outlined by Mr. Anderson,
and had suggested that the authorized amount of the bank lines of credit and the total
amount of short-term debt authorized to be outstanding at any one time be increased from
$150 million to up to $250 million.

After discussion, and upon motion duly made and seconded, the Board, with Mr.
Reiten, a director of U.S. Bancorp, an affiliate of U.S. Bank, one of the participants in the
lines of credit, abstaining, adopted the following resolutions:

RESOLVED, that the Board of Directors of Northwest Natural Gas
Company (the “Company”) ratifies, approves and confirms the actions of
the officers of the Company in negotiating and arranging, on behalf of the
Company, primary lines of credit aggregating $200 million with Wells
Fargo Bank, Bank of America, N.A., J.P. Morgan Chase Bank, Wachovia
Bank and U.S. Bank, N.A., pursuant to an unsecured credit agreement to
be entered into providing for committed bank lines, with each bank’s total



commitment to be committed for a five-year period ending no sooner than
September 30, 2010; and further

RESOLVED, that the Board of Directors of the Company approves an
increase in the aggregate amount of short-term borrowings which the
Company is authorized to have outstanding at any one time to a level not
to exceed the lesser of (a) the aggregate amount of the Company’s primary
lines of credit or (b) $250 million; and further

RESOLVED, that the President, any Vice President, the Treasurer or an
Assistant Treasurer of the Company (each an *Authorized Officer”), or
any one of them, are authorized in the Company’s name and behalf, to
negotiate, execute, approve and deliver a credit agreement, note,
borrowing certificate, and all related documents, instruments, certificates
or agreements contemplated in connection therewith (collectively the
“Credit Documents”), in such form and with such changes as the
Authorized Officers, or any one of them, shall approve, such approval to
be conclusively evidenced by such Authorized Officer’s execution thereof;
and further

RESOLVED, that the Authorized Officers, or any one of them, are
authorized, in the Company’s name and behalf to cause the Company to
perform all of its obligations under the Credit Documents; and further

RESOLVED, that the Authorized Officers or one or more employees of
the Company to whom such authority may from time to time may be
delegated in writing by any two Authorized Officers (the “Authorized
Delegates™), or any one of the Authorized Officers or Authorized
Delegates, is authorized, in the Company’s name and behalf, at any time
and from time to time, to borrow such sums of money as may be required
for the purposes of the Company within the limitations set forth in the
prior resolutions and in the Credit Documents, and to pay any required
fees, issue such notes, execute such other instruments, make any such
securities or regulatory filings, and do such other acts as may be necessary
and proper to effect such borrowings under the Credit Documents; and
further

RESOLVED, that the Authorized Officers, or any one of them, are hereby
authorized to negotiate, execute, approve and deliver to any bank that is
party to such unsecured lines of credit or any additional bank that becomes
a party to such unsecured line of credit, in the future, one or more
amendments, supplements, extensions, modifications or waivers to the
Credit Documents which such Authorized Officers, or any one of them,
shall approve, such approval to be conclusively evidenced by such
Authorized Officer’s execution thereof; provided that such amendments,



supplements, extensions, modifications or waivers may not result in the
primary lines of credit aggregating more than $250 million; and further

RESOLVED, that the officers and Authorized Delegates of the Company,
or any one of them, are authorized and directed, in the Company’s name
and behalf, to execute and deliver such instruments and documents and to
do or cause to be done any and all such acts and things as they may deem
to be desirable or appropriate in order to carry out the purposes of the
foregoing resolutions.



EXHIBIT D

Form of Credit Agreement for the Five-Year Facility along with the documents ancillary
thereto.
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CREDIT AGREEMENT

BETWEEN

NORTHWEST NATURAL GAS COMPANY

and

[BANK]

Dated as of Ociober 1, 2005



Page
SECTION |. DEFINITIONS
1.1 Defined TermMS.. ..o s 1
1.2 Other Definitional ProvisSions ... i, 9
SECTION L, THE LOANS ... e 9
2.1 Loan Commitment........ccoociiicec i 9
2.2 Termination or Reduction of Commitments;
Extension of Commitment Termination Date.............ccocoeens 10
2.3 Interest Rate Options .....ccccvveiviiei e 11
2.4 Election ProCeauUres . ..o e 12
2.5 Principal and Interest Payments; Prepayments...........c.coooieiiiiinins 13
2.6 Modification to Adjusted LIBOR Rate or
Adjusted C/D Rate Calculations ........cocccccceiiiic i, 13
2.7 Unavailability of Certain Loans.........ccovecoiiimciicen 14
2.8 Changes in Law Rendering Certain Loans lllegal .................cccccl 14
2.9 Capital Adequacy Adjustment .........coccciiiviin i 14
2.10 Commitmentand Upfront Fees ... 15
2.1 INAEIMINIY .. 15
2.12  Use Of ProCeeds. ..o 15
2.13  Other AQreements . ..o 15
2.15  General Indemnity ... 15
SECTION {ll. REPRESENTATIONS AND WARRANTIES ..o 16
3.1 Corporate Existence; Authorization...........ccccccicii e, 16
3.2 ENforceability........oooiirir e 16
3.3 Financial Information.............cooon e 16
3.4 Compliance With Laws......c...oooiiiiiiccr s 16
3.5 No Material Litigation........coi e, 17
3.6 Ownership of Property......c.ccccvee v iivcineiiee e 17
3.7 = 3 T SO S TUPOO OO 17
3.8 SUDSIGIANES ..t i e 17
3.9 Public Utility Holding Company ACt ... 17
.10 ERISA et e et 18
3.11 Environmental .......ov e 18
312 BAnKING e e 18
SECTION IV. CONDITIONS PRECEDENT ..ot 18
4.1 Conditions t0 ClOSING ...cvvveiiiiiee e 18
4.2 Conditions 10 Al LOANS......oiiiiiii e 19
SECTION V. AFFIRMATIVE COVENANTS ...t 19
5.1 Financial StatementS.. ... e 19
5.2 Certificates; Other Information ... e 20
53 Payment of Taxes ... 20
5.4 Conduct Of BUSINESS ..oveviiiiiiiie e 20
5.5 Maintenance of Property; INSUrANCe ........cocoiciviiiiiiiie e 20
5.6 Inspection of Property; Books and Records; Discussions................ 21

TABLE OF CONTENTS

I



57 (£ TaT =T U 21

5.8 Debt RatiNg ...coov e 21

SECTION VI. NEGATIVE COVENANTS ... 21
6.1 Maintenance of Consolidated Funded

Indebtedness to Total Capitalization ..o 21

6.2 Limitation on Fundamental Changes.........ccccocco i, 22

SECTION VH. EVENTS OF DEFAULT ..ot 22

SECTION VHI. MISCELLANEQUS ... 24

8.1 NOHCES coeiieii it rcan s e e eea e s s e e enener e 24

8.2 Waiver; Amendment.. ... 24

8.3 SUNVIVAL ... e e 24

8.4 Successors and ASSIGNS ..o 24

8.5 ATEOINEBYS' FRES ...ttt 24

8.6 Governing Laws; JUrisdiClion.........coo e 25

8.7 COUNTEIPAMS. . .eiie ettt ee e e e e e e e e e nreeees 25

8.8 PartiCiPatioONS ... vt e 25

8.9 Entire Agreement ... 26

8.10 Receipt of DOCUMENt........ccvniii e 26

8.11 Interest Rate Limitation .............cccoo oo 26

8.12 USA Patriot ACH . ..ot 26

SCHEDULE | Bank Information and Specific Terms..........ooccviiviviincnnn, 28

SCHEDULE I FOrmM Of NOE....oueiiiiiie e e 29

SCHEDULE HlI Borrowing Certificate ........cooevviiin e 31

SCHEDULE IV SUDSIAIANES ....eiievei et e 33



This CREDIT AGREEMENT, between NORTHWEST NATURAL GAS
COMPANY, an Oregon corporation (the "Company" or “Borrower”),
and ("Bank") is dated as of the Effective Date set forth on such

Schedule l.

WHEREAS, the parties hereto agree and acknowledge that this
Agreement is one of a series of substantially similar credit agreements with various
banks (collectively, the "Credit Agreements") evidencing the commitment of each such
bank to lend funds to the Company for general corporate purposes, including support of
the commercial paper program of the Company; and

WHEREAS, certain terms of the Bank's agreement to lend hereunder
shall be set forth on Schedule | hereto and such Schedule may be amended from time
to time;

NOW, THEREFORE, in order to induce the Bank to make loans
hereunder, and in consideration thereof and of the mutual covenants and agreements
set forth herein, the parties hereto agree as follows:

SECTION |. DEFINITIONS

1.1 Defined Terms. As used in this Agreement, the following terms have
the following meanings:

*Adjusted C/D Rate": with respect to any Interest Period for a C/D Rate
Loan, a rate per annum (rounded, if necessary, to the next higher 1/1 00" of one
percent (0.01%) determined by the following formula:

Adjusted C/D Rate =  Base C/D Rate + Assessment Rate
1 - Reserve Factor

This rate reflects market rates and published regulatory assessments and
reserves. It does not necessarily reflect the Bank's cost of funds or any
particular funding source for the Bank.

"Adjusted LIBOR Rate": with respect to any interest Period for a LIBOR
Loan, a rate per annum (rounded, if necessary, to the next higher 1/16th of one
percent) determined by the following formula:

Adjusted LIBOR Rate = Base LIBOR Rate
1 - Reserve Factor

This rate reflects market rates and published regulatory reserves, if applicable. It
does not necessarily reflect the Bank’s cost of funds or any particular funding
source for the Bank.

"Agreement”: this Credit Agreement, entered into with the Bank identified
on Schedule I hereto, as amended, supplemented or modified from time to time.



"Assessment Rate": with respect to any Interest Period for a C/D Rate
Loan, the maximum assessment rate per annum (rounded, if necessary, to the
next higher 1/100th of one percent (0.01%)) imposed by the Federal Deposit
Insurance Corporation (or any successor) upon U.S. commercial banks for the
insurance of domestic, U.S. Dollar denominated time deposits in effect on the
date of the Notice of Election.

"Available Commitment": at a particular time, an amount equal to the
difference between (a) the aggregate amount of the Bank's Commitment Amount
at such time, including only such portion of the Bank's Excess Line Commitment,
if any, which the Company has requested be available in accordance with
subsection 2.1 (b) hereof, and (b) the aggregate principal amount of the Loans
outstanding at such time.

“Base C/D Rate™: with respect to any Interest Period for a C/D Rate Loan,
the rate of interest per annum (rounded upward to the next higher 1/100th of one
percent) determined by the Bank to be the current rate for secondary market
certificates of deposit in the approximate amount of such C/D Rate Loan and
having a maturity approximately equal to such Interest Period at the time
selected by the Bank on the first day of such interest period.

"Base LIBOR Rate": with respect to any Interest Period for a LIBOR Loan,
the rate (rounded to the nearest 1/1 6" of one percent determined by the Bank to
be the current rate at which United States dollar deposits are offered by the Bank
to first-class banks in the London Interbank market in the approximate amount of
such LIBOR Loan and having a maturity approximately equal to such Interest
Period, as of approximately 11:00 a.m. (London time) two Business Days prior to
the commencement of such Interest Period.

"Borrowing Date": any Business Day specified in a Notice of Election as a
date on which the Company requests the Bank to make a Loan hereunder.

"Business Day™: a day other than a Saturday, Sunday or other day on
which the Bank is authorized or required by law to close or a LIBOR Business
Day as defined herein and, if such date relates to a LIBOR loan, means a LIBOR
Business Day.

"Business of the Company": the businesses described in the Company's
Annual Report on Form 10-K for the year ended December 31, 2004 and the
Company’s 2004 Annual Report to Shareholders, and other businesses related
to, growing out of, or compatible with, such businesses.

"C/D Margin": the rate per annum added to the Adjusted CD Rate as set
forth on Schedule | hereto.

"C/D Rate Loans": Loans hereunder at such time as they are made
and/or are being maintained at a rate of interest based upon the Adjusted C/D
Rate.



“Closing Date": the date on which the conditions specified in subsection
4.1 are satisfied in full.

"Code": the Internal Revenue Code of 1986, as amended from time to
time.

"Commitment”: the Bank's obligation to extend credit o the Company by
making Loans to the Company in accordance with the terms and conditions of
this Agreement.

"Commitment Amount”: the Total Commitment Amount set forth on
Schedule I which is the maximum amount which the Bank shall be committed to
have outstanding at any one time in Loans under this Agreement under its
Primary Line Commitment and Excess Line Commitment, if any.

"Commitment Period": the period from and including the date hereof to
but not including the Commitment Termination Date or such earlier date as the
Commitment shall terminate as provided herein.

"Commitment Termination Date": the date that is the last day of the
Period of Primary and Excess Line Commitment set forth on Schedule | of this
Agreement, or such later date to which the Commitment Termination Date shall
be extended pursuant to subsection 2.2 or, if any such date is not a Business
Day, the Business Day next preceding such date.

“Consolidated Funded Indebtedness™ at a particular date, all
Indebtedness, whether secured or unsecured, which matures {(or which by the
terms thereof is renewable or may be extended at the option of the obligor for a
period ending) more than one year after such date, calculated for the Company
and its Subsidiaries on a consolidated basis.

"Credit Agreements": as defined in the Recitals hereto.

"Default": any of the events specified in Section VI, whether or not any
requirement for the giving of notice, the lapse of time, or both, or any other
condition, has been satisfied.

"Dollars" and "$": dollars in lawful currency of the United States of
America.

"ERISA": the Employee Retirement Income Security Act of 1974, as
amended from time to time.

"Excess Line Commitment™: the amount, if any, set forth as such on
Schedule | hereto, which shall represent the portion of the Bank's Commitment
above its Primary Line Commitment that it will make available for Loans to the
Company on a monthly basis upon request in accordance with subsection 2.1(b)
of this Agreement.




"Event of Default": any of the events specified in Section VII, provided
that any requirement for the giving of notice, the lapse of time, or both, or any
other condition, event or act has been satisfied,

"Fed Funds Rate": with respect to any Interest Period, a fluctuating rate
of interest equal for each day during such period to (a) the weighted average of
the rates on overnight Federal Funds transactions with members of the Federal
Reserve System arranged by Federal Funds brokers, as published for such day
(or, if such day is not a Business Day, for the immediately preceding Business
Day) by the Federal Reserve Lender Bank of New York or (b) if such rate is not
so published for any day the average of the quotations at approximately 11:00
a.m. New York time on such day on such transactions received by the Bank from
three Federal Funds brokers of recognized standing selected by the Bank in its
sole discretion.

‘Fed Funds Rate Loan": Loans hereunder at such time as they are made
and/or are being maintained at a rate of interest based on the Fed Funds Rate.

"Funded Indebtedness": of a Person, at a particular date, all
Indebtedness, whether secured or unsecured, which matures (or which by the
terms thereof is renewable or may be extended at the option of the obligor for a
period ending) more than one year after such date.

"GAAP": generally accepted accounting principles in the United States of
America in effect from time to time.

"Governmental Authority”: any nation or government, any state or other
political subdivision thereof and any entity exercising executive, legisiative,
judicial, regulatory or administrative functions of or pertaining to government.

"Indebtedness": of a Person, at a particular date, the sum (without
duplication) at such date of (a) indebtedness for borrowed money or for the
deferred purchase price of property, goods or services (except trade accounts
payable arising in the ordinary course of business) in respect of which such
Person is liable, as obligor,(b) obligations of such Person under capitalized
leases; (c) obligations under synthetic leases; (d) debts of third persons secured
by property owned by borrower and obligations under a guaranty; and (e) any
non-contingent reimbursement obligations of such Person in respect of letters of
credit, acceptances, or similar obligations issued or created for the account of
such Person.

"Interest Payment Date": (a) as to any Prime Rate Loan or Fed Funds
Rate Loan, the last day to occur while such Loan is outstanding and, if earlier,
the end of each calendar quarter, (b) as to any LIBOR Loans in respect of which
the Company has selected an Interest Period of one, two or three months or any
C/D Rate Loans in respect of which the Company has selected an Interest
Period of 30, 60 or 90 days, the last day of such Interest Period, (¢) as to any
LIBOR Loan or C/D Rate Loan in respect of which the Company has selected, if
available, a ionger Interest Period than that described in clause (b), each date
which is three months or 90 days, respectively, or a whole muttipie thereof, from
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the first day of such Interest Period and the last day of such Interest Period and
(d) as to any Negotiated Rate Loan the dates agreed to by the Company and the
Bank.

"Interest Period":

(a) initially, the period commencing on the Borrowing Date, or on the date
of conversion of a Loan from a fluctuating rate to a fixed rate, with respect to any
Loan and ending on the date specified by the Company in its Notice of Election
given with respect to Section 2.4; and

(b) thereafter, each period commencing on the last day of the next
preceding Interest Period applicable to such Loan and ending on the date
specified by the Company in its Notice of Election given with respect to Section
2.4;

Subject to the following:

(i) if any Interest Period pertaining to a LIBOR Loan would otherwise
end on a day that is not a LIBOR Business Day, that Interest Period shall be
extended to the next succeeding LIBOR Business Day unless the result of such
extension would be to carry such Interest Period into another calendar month in
which event such Interest Period shall end on the immediately preceding LIBOR
Business Day;

(ip) if any Interest Period pertaining to any other Loan would otherwise
end on a day that is not a Business Day, such Interest Period shall be extended
to the next succeeding Business Day;

(ifi)  if any Interest Period pertaining to a LIBOR Loan that begins on the
last LIBOR Business Day of a calendar month (or on a day for which there is no
numerically corresponding day in the calendar month at the end of such Interest
Period) such Interest Period shall end on the last LIBOR Business Day of a
calendar month;

(iv)  any Interest Period pertaining to a LIBOR Loan shall be for a period
of one, two, three or six months, as may be elected by the Company;

{(v) any Interest Period pertaining to a C/D Rate Loan shall be for a
period of 30, 60, 90 or 180 days, as may be elected by the Company; and

(vi)  the Company shall select no Interest Period that would otherwise
extend beyond the Commitment Termination Date.

"Investment": of a Person means any loan, advance, extension of credit
(other than accounts receivable arising in the ordinary course of business on
terms customary in the trade), deposit account or contribution of capital by such
Person or any investment in, or other acquisition of, the stock, partnership
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interest, notes, debentures, or other securities of any other Person made by
such Person.

"LIBOR Business Day": any Business Day on which dealings in foreign
currencies and exchange between banks may be carried on in London, England
and in New York City.

"LIBOR Loans": Loans hereunder at such time as they are made and/or
are being maintained at a rate of interest based upon the Adjusted LIBOR Rate.

"Lien": any mortgage, pledge, hypothecation, assignment, deposit
arrangement, encumbrance, lien (statutory or other), or preference, priority or
other security agreement or preferential arrangement of any kind or nature
whatsoever (including, without limitation, any conditional sale or other title
retention agreement, any capitalized lease, and the filing of any financing
statement under the Uniform Commercial Code or comparable law of any
jurisdiction in respect of any of the foregoing).

“Loans": the collective reference to the loans made by the Bank to the
Company hereunder.

"Moody's": Moody's Investors Service, Inc., or its successor.
"Negotiated Rate Loans": Loans hereunder at such time as they are

made and/or are being maintained at a fixed rate of interest negotiated by the
Company and the Bank in accordance with subsection 2.3(e) of this Agreement.

“Net Income”™: the Company’s net income for a specified period as
reported in the Consolidated Statements of Income in the Company’s reports to
the Securities and Exchange Commission on Form 10-Q or in the Quarterly
Financial Information in the Company’s reports to the Securities and Exchange
Commission on Form 10-K,

"Note": the note entered into by the Company in connection with this
Agreement in the form of Schedule 1l hereto.

"Notice of Election": as set forth in subsection 2.4 hereof.

"PBGC" the Pension Benefit Guaranty Corporation established pursuant
to Subtitle A of Title 1V of ERISA.

"Person”: an individual, partnership, corporation, business trust, joint
stock company, trust, unincorporated association, joint venture, Governmental
Authority or other entity of whatever nature.

"Plan": means an employee pension benefit plan that is covered by Title
[V of ERISA or subject to the minimum funding standards under Section 412 of
the Code as to which the Company or any member of the Controlled Group may
have any liability.



"Primary Line Commitment”: the portion of the Bank's Commitment
identified as such on Schedule 1,

“Prime Rate": at any particular date, the rate of interest published as the
“prime rate” in the Wali Street Journal. If more than one rate is listed under the
heading “prime rate” in the Wall Street Journal, the Prime Rate shall be the base
prime rate on corporate loans posted by at least 75% of the nation’s 30 largest
banks. If the Wall Street Journal is not published on a date for which the Prime
Rate must be determined, the Prime Rate shall be the prime rate published in
the Wall Street Journal on the nearest-preceding date on which the Wall Street
Journal was published. in the event that the Wall Street Journal ceases
publishing its “prime rate,” Prime Rate for purposes of this Agreement shall be
determined by a comparable index mutually agreed upon by the Bank and the
Company. The Prime Rate is not intended to be the lowest rate of interest
charged by the Bank in connection with extensions of credit to debtors.

"Prime Rate Loans": Loans hereunder at such time as they are made
and/or are being maintained at a rate of interest based upon the Prime Rate.

"Rating Level Margin™: the rates per annum, if any, set forth as such on
Schedule 1 hereto as applicable to C/D Rate L.oans, LIBOR Loans or Fed Funds
Rate Loans.

"Rating Level I": exists on any date if, on such date, the Company's
senior unsecured debt is rated A or higher by S&P and A2 or higher by Moody's;
or is rated at this level by one of the rating agencies and no lower than A- or A3
by the other rating agency.

"Rating Level lI": exists on any date if, on such date, the Company’s
senior unsecured debt is rated A- by S&P and A3 by Moody's; or is rated at this
level or higher by one of the rating agencies and no lower than BBB+ or Baa1 by
the other rating agency.

“Rating Level lll": exists on any date if, on such date, the Company's
senior unsecured debt is rated BBB+ by S&P and Baal by Moody's; or is rated
at this level or higher by one of the rating agencies and no lower than BBB or
BaaZ2 by the other rating agency.

"Rating Level IV": exists on any date if, on such date, the Company's
senior unsecured debt is rated BBB by S&P and Baa2 by Moody's; or is rated at
this level or higher by one of the rating agencies and no lower than BBB- or Baa3
by the other rating agency.

"Rating Level V": exists on any date if, on such date the Company's
senjor unsecured debt is rated BBB- or lower by S&P and Baa3 or lower by
Moody's, only one rating agency (S&P or Moody's) provides a long-term debt
rating for the Company, or neither S&P nor Moody's provides a long-term debt
rating for the Company.




"Reportable Event': means a reportable event as defined in Section 4043
of ERISA and the regulations issued under such section, with respect to a Plan,
excluding, however, such events as to which the PBGC by regulation waived the
requirements of Section 4043(a) of ERISA that it be notified within 30 days of the
occurrence of such event, provided, however, that a failure to meet the minimum
funding standard of Section 412 of the Code and of Section 302 of ERISA shall
be a Reportable Event regardless of the issuance of any such waiver of the
notice requirement in accordance with either Section 4043(a) of ERISA or
Section 412(d) of the Code.

"Regulation D": means Regulation D of the Board of Governors of the
Federal Reserve System, as amended from time to time.

"Requirement of Law": as to any Person, the Certificate of Incorporation
and Bylaws or other organizational or governing documents of such Person, and
any iaw, treaty, rule or regulation or determination of an arbitrator or a court or
other Governmental Authority, in each case applicable to or binding upon such
Person or any of its property or to which such Person or any of its property is
subject.

"Reserve Factor: means, with respect to any Interest Period of any
LIBOR Loan or C/D Rate Loan, the maximum aggregate reserve percentage
(expressed as a decimal, rounded to the nearest 1/100th of one percent) in
effect which may be imposed under regulations issued from time to time by the
Federal Reserve Board for determining the maximum reserve requirement
(including any emergency, supplemental or other marginal reserve requirement)
with respect to Eurodollar deposits (in the case of LIBOR Loans) or non-personal
time deposits (in the case of C/D Rate Loans) with a maturity and size
comparable to that of the applicable Interest Period as in effect on the date of
the Notice of Election.

"Responsible Officer”: the President, any Senior Vice President, any Vice
President, the Treasurer, any Assistant Treasurer, the Secretary or any Assistant
Secretary of the Company.

"S&P": Standard & Poor's or its successor.

"Schedules”: means Schedules |, Il, Il and 1V hereto which are
hereby incorporated and made part of this Agreement.

"Significant Subsidiary": a Subsidiary which is a "significant subsidiary” as
that term is defined in Rule 1-02(w) of Regulation S-X promulgated by the
Securities and Exchange Commission (as in effect on the date of this
Agreement).

‘Single Employer Plan": means a Pian maintained by the Company or
any member of the Controlled Group for employees of the Company or any
member of the Controlled Group.




"Subsidiary": as to any Person, a corporation of which shares of stock
having ordinary voting power (other than stock having such power only by reason
of the happening of a contingency) to elect a majority of the board of directors or
other managers of such corporation are at the time owned, directly or indirectly
through one or more intermediaries, or both, by such Person. Unless otherwise
qualified, all references to a "Subsidiary” or to "Subsidiaries" in this Agreement
shall refer to a Subsidiary or Subsidiaries of the Company.

"Total Capitalization": the sum of Funded Indebtedness, capital stock,
additional paid-in capital and retained earnings of the Company and its
Subsidiaries, taken on a consolidated basis after eliminating all intercompany
items.

“Total Equity": the remainder of Total Capitalization minus Funded
Indebtedness.

"Type": as to any Loan, its nature as a Prime Rate Loan, LIBOR Loan,
C/D Rate Loan, Fed Funds Rate Loan or Negotiated Rate Loan.

"Unfunded Liabilities": means the amount (if any) by which the present
value of all vested nonforfeitable benefits under all Single Employer Plans
exceeds the fair market value of all such Plan assets allocable to such benefits,
all determined as of the then most recent valuation date for such Plans.

1.2 Other Definitional Provisions. (a) Uniess otherwise specified
herein, all terms defined in this Agreement shall have the defined meanings when used
in the Note, Schedule | or any Exhibits or any certificate or other document made or
delivered pursuant hereto.

(b)  Asused herein and in the Notes, and any certificate or other
document made or delivered pursuant hereto, accounting terms relating to the
Company and its Subsidiaries not defined in subsection 1.1 and accounting terms partly
defined in subsection 1.1 to the extent not defined, shall have the respective meanings
given to them under GAAP.

(¢)  The words "hereof", "herein” and "hereunder" and words of similar
import when used in this Agreement shall refer to this Agreement as a whole and not to
any particular provision of this Agreement, and section, subsection, schedule and
exhibit references are to this Agreement unless otherwise specified.

SECTION Il. THE LOANS

2.1 Loan Commitment. (a) Subject to the terms and conditions hereof,
the Bank agrees to make Loans to the Company from time to time during the
Commitment Period in an aggregate principal amount at any one time outstanding not
to exceed its Commitment Amount. During the Commitment Period the Company may
use the Commitment by borrowing, prepaying the Loans in whole or in part and
reborrowing, all in accordance with the terms and conditions hereof.




(b}  Any Excess Line Commitment of the Bank shail be a part of the
Bank's Commitment Amount to the extent that the Company has given notice to the
Bank on or prior to the first day of any month that the Company requests that the Bank
make that portion of the Excess Line Commitment available, in increments of $500,000,
to the Company during such month; provided, however, that at any time as there may
exist any outstanding Loans under the Excess Line Commitment, the Company shall be
deemed to have given notice requesting availability under the Excess Line
Commitment.

(¢)  The Loans may be, 1o the extent any such Type is available in
accordance with Schedule 1 hereto, either (i) LIBOR Loans, (ii) Prime Rate Loans, (iii)
C/D Rate Loans (iv) Fed Funds Rate Loans, (v) Negotiated Rate Loans or (vi) a
combination thereof, provided that no LIBOR Loan or C/D Rate Loan shall be made
within the period commencing one month or 30 days, respectively, prior to the
Commitment Termination Date but excluding such date.

(d)  The Loans made by the Bank shall be evidenced by a promissory
note of the Company, substantially in the form of Schedule I1, with appropriate
insertions, payable to the order of the Bank and representing the obligation of the
Company to pay the aggregate unpaid principal amount of all Loans made by the Bank
with interest thereon as prescribed in subsection 2.3. Each Note shall (i} be dated the
Closing Date, (ii) be stated to mature on the Commitment Termination Date and (jii)
bear interest for the period from the date thereof until paid in full on the unpaid principal
amount thereof from time to time outstanding at the applicable interest rate per annum
determined as provided in, and payable as specified in, subsections 2.3 and 2.5. The
Bank is hereby authorized to record the date, Type and amount of each Loan made by
the Bank, each continuation thereof, each conversion of all or a portion thereof to
another Type, the date and amount of each prepayment of principal thereof, and, in the
case of LIBOR Loans, C/D Rate Loans or Negotiated Rate Loans, the length of each
interest Period and the interest rate with respect thereto, on the schedule annexed {o
and constituting a part of its Note, and any such recordation shall constitute prima facie
evidence of the accuracy of the information so recorded; provided, however, that the
failure of the Bank to make any such recordation or any error in any such recordation
shall not affect the obligations of the Company hereunder or under such Note; provided,
further, however, that in the absence of any such recordation, the loan accounts and
records of the Bank shall constitute prima facie evidence of the outstanding amount of
any Loans and interest accrued thereon.

2.2  Termination or Reduction of Commitments; Extension of
Commitment Termination Date. (a) The Company shall have the right, upon not less
than three Business Days' notice to the Bank, to terminate the Commitment or, from
time to time, reduce the amount of the Commitment, provided that (i) no such reduction
or termination shall be permitted if, after giving effect thereto and to any prepayments of
the Loans made on the effective date thereof, the then outstanding principal amount of
the Loans would exceed the amount of the Commitment then in effect and (ii) any
termination of the Commitment while LIBOR Loans or C/D Rate Loans are outstanding
and any reduction of the aggregate amount of the Commitment that reduces the
amount of the Commitment below the principal amount of the LIBOR Loans or C/D
Rate Loans then outstanding may be made only on the last day of the respective
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Interest Period for such LIBOR Loans or C/D Rate Loans. Termination of the
Commitment shall also terminate the obligation of the Bank to make Loans.

(b}  The Commitment once terminated or reduced may not be
reinstated.

2.3 Interest Rate Options. The Company shall have the options set
forth on Schedule | hereto from which to choose interest rates payable on amounts
outstanding under the Loans, as the Company shall specify in the related Notice of
Election (each an “Interest Rate Option”). The Interest Rate Options to be made
available by the Bank at the time of any requests for Loans shall include a LIBOR Loan
and at least one and as many as all of the following as are elected on Schedule I

(a)  Prime Rate Loans.

A Prime Rate Loan shall bear interest at the per annum rate equal
to the Bank's Prime Rate, fully floating, and each change in said rate to become
effective on the effective date of each change announced by the Bank. Interest shall
be computed on the outstanding principal amount on the basis of a 365-day or 366-day
year, as applicable, and actual days elapsed. If at any time there is no Interest Rate
Option in effect for an amount outstanding hereunder, the Company shall be deemed o
have elected the Prime Rate for such amount.

(b) C/D Rate Loans.

A C/D Rate Loan shall bear interest at the Adjusted C/D Rate plus
the applicable Rating Level Margin set forth on Schedule | for each Interest Period.
Interest shall be computed on the ouistanding principal amount for the actual number of
days elapsed from the first day of the applicable Interest Period to, but not including,
the last day thereof, on the basis of a 360-day year.

(c) LIBOR Loans.

A LIBOR Loan shall bear interest at the Adjusted LIBOR Rate plus
the applicable Rating Level Margin for each Interest Period set forth on Schedule 1 .
Interest shall be computed on the outstanding principal amount for the actual number of
days elapsed from the first day of the applicable Interest Period to, but not including,
the last day thereof, on the basis of a 360-day year.

(d) Fed Funds Rate lL.oans.

A Fed Funds Rate Loan shall bear interest at the Fed Funds Rate,
fully floating, plus the applicable Rating Level Margin for each Interest Period set forth
on Schedule |. interest shall be computed on the outstanding principal amount on the
basis of a 360-day year, as applicable, and actual days elapsed.

(e)  Negotiated Rate Loans.

The Company may request the Bank to provide a bid stating the
lowest fixed rate at which the Bank would be willing to make a Loan to the Company for
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the Interest Period, with the Interest Payment Dates and method of interest calculation,
and in the amount requested. Such request for a bid may be made by the Company at
any time prior to the proposed Borrowing or conversion of outstanding Loans. Any
Loan made at such bid rate shall be a Negotiated Rate Loan. The Bank shall advise
Company of its bid rate and the Company may choose to accept such rate in its sole
discretion by electing a Negotiated Rate Loan in its Notice of Election. Intereston a
Negotiated Rate Loan shall be computed on the basis of a 360-day year, as applicable,
and actual days elapsed.

2.4  Election Procedures.

(a) The Company shall give notice of each proposed Borrowing
and/or interest rate election ("Notice of Election”) to the Bank in writing or by telephone,
and confirmed as soon as practicable in wriling. Such Notice is to be received by the
Bank no later than 10:00 a.m., Pacific time, on the proposed date of the Loan and/or
commencement date of the Interest Period; except that Notice of Election to borrow or
convert to (i) a LIBOR Loan shall be received no later than 10:00 a.m. (Pacific time)
three Business Days prior to the proposed date of the Loan or conversion or, (i} a C/D
Rate Loan shall be received by the Bank no later than two Business Days prior to the
proposed date of the Loan or conversion. The Bank shall be entitied to rely on any
Notice of Election given on behalf of the Company by any Responsible Officer or any
other person authorized in writing by a Responsible Officer {0 give such Notice.

Each Notice of Election shall specify the amount (and how much of
said amount is a conversion of an outstanding Loan) and date of the Loan, Interest
Rate Option, and, in the case of a requested C/D Rate Loan, or LIBOR Loan the
Interest Period, and in the case of a Negotiated Rate Loan for which a bid is being
accepted the Interest Period and the Interest Payment Date(s).

(b)  Each C/D Rate Loan, or LIBOR Loan shall be in the principal
amount of Five Hundred Thousand and No/100 Dollars ($500,000.00) or an amount
greater by multiples of One Hundred Thousand and No/100 Dollars ($100,000.00). in
the case of Prime Rate Loans or Negotiated Rate Loans, the Company may borrow in
any principal amount up to the amount of the Commitment Amount.

{c} Onthe date of a proposed Loan, the Bank shall transfer to
the Company the principal amount of the Loan to such account in such bank as the
Company instructs the Bank in writing. Loans shall be made and repaid in immediately
available funds unless the Company and the Bank may otherwise agree in writing in
their sole discretion.

(d)  When the Company makes borrowings under the Credit
Agreements, it shall request such Loans equally from each of the Banks that are party
to the Credit Agreements; provided, however that in no event shall the Company be
required to request a Loan of less than $2 million from any one Bank. For purposes of
clarification, assuming that there are five Banks that are party to the Credit Agreements
and that the Company chooses to borrow Loans aggregating $10 million, the Company
shall request $2 million from each of the five Banks that are party to the Credit
Agreement. If the Company chooses to borrow an additionai $4 million, the Company
need only request loans in the amount of $2 million from any two of the five Banks.
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2.5 Principal and Interest Payments; Prepayments.

(a)  The aggregate unpaid principal amount of all Loans
outstanding under this Agreement, together with unpaid accrued interest therecn, shall
be due and payable in full on the Commitment Termination Date. The Company may
from time to time prepay any Prime Rate Loan or Fed Funds Rate Loan in whole or in
part without premium or penalty. Borrower may not prepay a Negotiated Rate Loan,
C/D Rate Loan or LIBOR Loan prior to the last day of the applicable Interest Period.
Interest on each Loan shall be payable in arrears on each Interest Payment Date with
respect thereto.

(b)  All payments shall be made by the Company to the Bank not
later than 12:00 Noon, Pacific time, on the date due, at the office of the Bank
designated on Schedule | for such purpose, or such other place as the Bank may
designate in writing.

{c) If any payment of principal or interest falls due on a day
which is not a Business Day, then such due date shall be extended to the next following
Business Day, subject to clause (i) of the definition of "Interest Period." Additional
interest shall accrue and be payable for the period of any such extension. All payments
hereunder shall be applied first to interest, then to principal.

(d)  Any overdue principal on any of the Loans, and to the extent
permitted by law, overdue interest thereon, shall bear interest, payable on demand, for
each day from the date on which payment was due until the date of payment at a rate
per annum equal to the Prime Rate plus 1.5% per annum (computed on the basis of a
360-day year and the actual number of days elapsed).

{e)  When the Company makes any payment or prepayment on
the Loans, it shall offer such payment or prepayment on a pro rata basis to each Bank
that is a party to the Credit Agreements; provided however that in no event shall the
Company be required to make a Loan payment or prepayment to any one bank for an
amount less than $2 million; and provided further that in no event shall the Company,
as a result of this Section 2.5, be required to make any payment or prepayment on the
Loans that would resuli in the Company’s obligation to indemnify one or more Banks
under Section 2.11 of this Agreement.

2.6  Modification to Adjusted LIBOR Rate or Adjusted C/D Rate
Calculations. If after the date of this Agreement there is a change in any law, rule or
regulation, or in the interpretation or administration thereof by any Governmental
Authority, central bank or comparable agency, or compliance by the Bank with any
request or direction (whether or not having the force of law) of any such authority,
central bank or comparable agency that subjects the Bank to additional costs in, or
reduces, in the Bank's opinion, the amount of any payment received or receivable by
the Bank under this Agreement or under the Note by reason of obtaining funds in the
LIBOR or domestic C/D markets, through imposition of additional taxes, reserves or any
other conditions, then the formulas for calculating the Adjusted LIBOR Rate and
Adjusted C/D Rate for LIBOR or C/D Rate Loans shall immediately be modified to
reflect and include the impact of such change whether or not the Bank purchases funds
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in the applicable LIBOR or domestic C/D markets. The Bank shall provide the
Company with a statement detailing any modification of calculation.

2.7 Unavailability of Certain Loans. if, with respect to any Interest
Period for a C/D Rate Loan or LIBOR Loan, the Bank determines that deposits in
dollars are not being offered in the relevant market for such Interest Period, or that
adequate and reasonable means do not exist for ascertaining the applicable rate for a
LIBOR Loan or C/D Rate Loan, then the Bank shall promptly notify the Company
thereof by telephone, confirmed in writing, and any request by the Company for such
C/D Rate Loan or such LIBOR Loan shall be deemed to be rescinded. In the case of
any outstanding C/D Rate Loans or LIBOR Loans so affected, on the last day of the
then current Interest Period for such Loans, Borrower shall either repay the Loans in full
or the Loans shall automatically be converted into Prime Rate Loans, or at the
Company's election, Loans of another available Type. Thereafter, the obligation of the
Bank to make C/D Rate Loans or LIBOR Loans, as the case may be, shall be
suspended until the Bank revokes the notice to the Company referenced in this
subsection 2.7.

2.8 Changes in Law Rendering Certain Loans lilegal. If after the date
of this Agreement there is a change in any law (including the adoption of any new law),
rule or regulation or in the interpretation or administration thereof by any Governmental
Authority, central bank or comparable agency that renders it illegal for the Bank to make
or maintain C/D Rate Loans or LIBOR Loans, or makes it illegal for the Bank to fund
itself in the applicable LIBOR or C/D markets, then the Bank shall promptly so notify the
Company, and upon the effective date of such event, suspend availability of the LIBOR
option or C/D Rate option for the duration of the illegality. If Bank requests, as may be
required by the relevant law, rule, reguiation, interpretation or administration, the
Company shall repay or convert to another Type any such LIBOR Loan or C/D Rate
Loan.

2.9 Capital Adequacy Adjustment. If, after the date hereof, the
adoption or effectiveness of any applicable law, rule or regulation regarding capital
adequacy, or any change in any existing law, rule or regulation or any change in the
interpretation or administration thereof by any Governmental Authority, central bank or
comparable agency charged with the interpretation or administration thereof, or
compliance by the Bank with any request or directive regarding capital adequacy
(whether or not having the force of law) of any such authority, central bank or
comparable agency, has or would have the effect of reducing the rate of return on the
Bank's capital or assets as a consequence of the Bank's Commitment, Loans, credits or
obligations under this Agreement to a level below that which the Bank could have
achieved but for such adoption, effectiveness, change or compliance (taking into
consideration the Bank's policies with respect to capital adequacy), and the Bank
demonstrates that the amount of the reduction reasonably attributable to such adoption,
effectiveness, change or compliance is material to the Bank, then from time to time,
within fifteen (15) days after demand by the Bank, the Company shall {(a) pay to the
Bank such additional amount or amounts as will compensate the Bank for such
reduction or (b) prepay the outstanding balance hereunder without premium or penalty
except as required in subsection 2.11. In determining such amount(s), the Bank may
use any reasonable averaging and attribution methods.
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2.10 Commitment and Upfront Fees. During the term of this Agreement,
the Company shall pay to the Bank commitment fees and upfront fees computed at the
rates set forth in Schedule I. The commitment fees and shall be computed for the
actual number of days elapsed on the basis of a 360-day year, as applicable, and shall
be due and payable quarterly in arrears on the last day of March, June, September and
December and on the Commitment Termination Date, unless payment terms are
otherwise provided on Schedule |. The upfront fees shall be due and payable upon
‘execution of this Agreement, Payment of fees shall be made at the office of Bank
designated by Bank on Schedule | for the purpose of payment.

2.11 Indemnity for Certain Fees. The Company agrees to indemnify the
Bank and to hold the Bank harmiess from any loss or expense which such Bank may
sustain or incur as a consequence of (a) default by the Company in payment when due
of the principal amount of or interest on any Loan, (b) default by the Company in
making a borrowing or conversion after the Company has given a Notice of Election in
accordance with subsection 2.4, and/or (c} the making by the Company of a payment of
any LIBOR Loan or C/D Rate Loan on a day which is not the last day of the Interest
Period pertaining thereto, including, without limitation, any such loss or expense arising
from the reemployment of funds obtained by it to maintain its Loans hereunder or from
fees payable to terminate the deposits from which such funds were obtained, but
excluding loss of margin for the period after a prepayment described in clause (c) above
and, as to clauses (a), (b) and (¢) of this subsection 2.11, excluding any consequential
damages. This covenant shall survive termination of this Agreement and payment of
the Note.

2.12 Use of Proceeds. The proceeds of the Loans shall be used for
general corporate purposes of the Company. The Company will not, nor will it permit
any Subsidiary to, use any of the proceeds of the Loans to purchase or carry any
“Margin Stock” (as defined in Regulation U of the Board of Governors of the Federal
Reserve System, as amended from time to time).

2.13 Other Agreements. None of the Credit Agreements contains any
provision, including, without limitation, any financial covenant, which (a) increases or
expands material restrictions on the Borrower as compared to those contained herein;
(b) provides for options for interest rates other than those listed on Schedule I; (c)
provides for fees or penalty terms other than those described herein; {(d) provides for
maturity earlier than the maturity hereof; or (e} grants collateral for the obligations of the
Borrower.

2.14 General Indemnity. The Company agrees to indemnify Bank and
its respective directors, officers, employees and agents (each an “Indemnitee”) against,
and to hold each Indemnitee harmless from, any and all losses, claims, damages,
liabilities and related expenses, including reasonable counsel fees, charges and
disbursements (but excluding income, franchise and similar taxes), incurred by or
asserted against any Indemnitee arising out of, in any way connected with, or as a
result of (a) the execution or delivery of this Agreement or any agreement or instrument
contemplated hereby, the performance by the parties hereto of their respective
obligations hereunder or the consummation of the transactions contemplated hereby;
(b) use of the proceeds of the Loans; or (c) any claim, litigation, investigation or
proceeding relating to any of the foregoing, whether or not any Indemnitee is a party
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thereto; provided that such indemnity shall not, as to any Indemnitee, be available to
the extent that such losses, claims, damages, liabilities or related expenses are
determined by a court of competent jurisdiction by final and nonappealable judgment to
have resulted from the gross negligence or willful misconduct of any Indemnitee. The
provisions of this Section 2.14 shall remain operative and in full force and effect
regardless of the expiration of the term of this Agreement, the consummation of the
transaction contemplated hereby, the repayment of any of the Loans, the invalidity or
unenforceability of any term or provision of this Agreement or any of the other related
documents, or any investigation made by or on behalf of the bank.

SECTION Ilf. REPRESENTATIONS AND WARRANTIES

In order to induce the Bank to enter into this Agreement and to extend
credit hereunder, the Company hereby represents and warrants to the Bank that:

3.1 Corporate Existence; Authorization. The Company (a) has been
duly incorporated and is validly existing as a corporation under the laws of its
jurisdiction of incorporation, (b) has the requisite corporate power and authority to
execute and deliver this Agreement, the Note and any other documents required
hereunder and perform its obligations hereunder and thereunder and (c) has taken all
necessary corporate action to authorize the execution, delivery and performance of this
Agreement, the Note and any other documents required hereunder.

3.2  Enforceability. This Agreement and the Note are legal, valid and
binding obligations of the Company, enforceable against it in accordance with their
terms, and any other instrument or agreement required hereunder, when executed and
delivered, will be similarly valid, binding and enforceable, except to the extent that the
enforcement thereof may be limited by bankruptcy, insolvency, reorganization, or other
similar laws generally affecting creditors' rights and principles of equity applicable to the
availability of the remedy of specific performance.

3.3 Financial information. All fiscal year-end financial statements
furnished by the Company to the Bank have been prepared in accordance with GAAP
consistently applied, except as noted therein, and fairly present the consolidated
financial position and the consolidated results of operations of the Company as of the
dates and for the periods presented. Financial statements and other information and
data furnished to the Bank other than fiscal year-end statements of the Company are in
reasonable detail and present fairly the consolidated financial position and consolidated
results of operations of the Company, subject to year-end audit adjustments.

3.4 Compiiance with Laws. The operations of the Company and its
Significant Subsidiaries are in compliance with all Requirements of Law, (a) except to
the extent that the failure to comply therewith could not, in the aggregate, be reasonably
expected to have a material adverse effect on the ability of the Company to perform its
obligations under this Agreement or the Note or (b) except as disclosed in the
Company's periodic reports filed prior to the date of this Agreement with the Securities
and Exchange Commission under the Securities Exchange Act of 1934. Neither the
execution and delivery of this Agreement and the Note, nor the consummation of the
transactions therein contemplated, will violate any Requirement of Law.
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3.5 No Material Litigation. No litigation, investigation or proceeding of
or before any arbitrator or Governmental Authority is pending or, to the knowledge of
the Company, threatened by or against the Company or any of its Subsidiaries or
against any of its or their respective properties or revenues:

(a) with respect to this Agreement or the Note or any of the
transactions contemplated hereby; or

(b) which could, insofar as the Company may reasonably foresee,
have a material adverse effect on the operations, business or financial condition of the
Company and its Subsidiaries as a whole, except as disclosed in the Company's
periodic reports filed with the Securities and Exchange Commission prior to the date of
this Agreement under the Securities Exchange Act of 1934.

3.6 Ownership of Property. Each of the Company and its Significant
Subsidiaries has title in fee simple to or valid leasehold interests in all its real property
material to the operation of its business, and title to or valid leasehold interests in ali its
other property useful and necessary in its business.

3.7 Taxes. Each of the Company and its Significant Subsidiaries has
filed or caused to be filed all tax returns which to the knowledge of the Company are
required to be filed and has paid all taxes shown to be due and payable on said returns
or on any assessments made against it or any of its property and all other taxes, fees or
other charges imposed on it or any of its property by any Governmental Authority (other
than those the amount or validity of which is currently being contested in good faith by
appropriate proceedings and with respect to which reserves in conformity with GAAP
have been provided on the books of the Company or its Subsidiaries, as the case may
be); and no material tax iiens have been filed and, to the knowledge of the Company,
no material claims are being asserted with respect to any such taxes, fees or other
charges.

3.8 Subsidiaries. Schedule IV hereto contains an accurate list of all of
the presently existing Subsidiaries of the Company, setting forth their respective
jurisdictions of incorporation and the percentage of their respective capital stock owned
by the Company or other Subsidiaries. All of the issued and outstanding shares of
capital stock of such Subsidiaries have been duly authorized and issued and are fully
paid and nonassessable.

3.9  Public Utility Holding Company Act. Neither the Company nor any
Subsidiary is (a) a "holding company" or a "subsidiary company" of a "holding
company,” or an "affiliate" of a "holding company” or of a "subsidiary company" of a
"holding company," within the meaning of the Public Utility Holding Company Act of
1935, as amended, or (b) an "Investment Company" within the meaning of the
Investment Company Act of 1940. Except for an order of the Public Utility Commission
of Oregon, which order is in full force and effect, and, except for a filing with the
Washington Utilities and Transportation Commission, which filing as been made, no
authorizations, approvals or consents of, no filings or registrations with, any
Governmental Authority are necessary for the execution, delivery or performance by the
Company of this Agreement or the Note or for the validity or enforceability hereof or
thereof.
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3.10 ERISA. Borrower is in compliance in all material respects with al
applicable provisions of ERISA; Borrower has not violated any provision of any Plan
maintained or contributed to by Borrower; no Reportable Event, as defined in ERISA,
has occurred and is continuing with respect to any Plan initiated by Borrower, Borrower
has met its minimum funding requirements under ERISA with respect to each Plan; and
each Plan will be able to fulfill its benefit obligations as they come due in accordance
with the Plan documents and under generally accepted accounting principles.

3.11 Environmental. In the ordinary course of its business, the Borrower
conducts an ongoing review of the effect of environmental laws on the business,
operations, and properties of the Borrower, in the course of which it identifies and
evaluates associated liabilities and costs (including, without iimitation, any capitai or
operating expenditures required for clean-up or closure of properties presently or
previously owned or operated, any capital or operating expenditures required to achieve
or maintain compiiance with environmental protection standards imposed by law or as a
condition of any license, permit or contract, any related constraints on operating
activities, including any periodic or permanent shutdown of any facility or reduction in
the level of or change in the nature of operations conducted thereat and any actual or
potential liabilities to third parties, including employees, and any related costs and
expenses). On the basis of these reviews, the Borrower has reasonably concluded that
environmental laws are unlikely to have a material adverse effect on the business,
financial condition, resuits of operations, or prospects of the Borrower. The Company
hereby represents and warrants that its business and assets and those of its
Subsidiaries are operated in compliance with applicable environmental laws and that no
enforcement action in respect thereof is threatened or pending. The Company
covenants to continue to so operate. The Company further indemnifies and holds
harmiess the Bank and each of its directors, officers, employees, and agents from and
against any and all environmental claims, damages, losses, liabilities, reasonable costs
or expenses whatsoever which the Bank or any such director, officer, employee, or
agent may incur (or which may be claimed against such entity) by reason of or in
connection with the execution of the Credit Agreement and advancement of any Loans
hereunder.

3.12 Ranking. All obligations and liabilities of the Company under this
Agreement and the Note will constitute direct, unconditional and general obligations of
the Company and will rank in right of payment at pari passu to all other Indebtedness of
the Company under the Credit Agreements, including such Indebtedness under the
Credit Agreements which is preferred as a result of being secured (but then only 1o the
extent of such security).

SECTION IV, CONDITIONS PRECEDENT

4.1  Conditions to Ciosing. The obligations of the Bank hereunder are
subject to the satisfaction of the foliowing conditions precedent on the Closing Date:

(a) Note. The Bank shall have received a Note dated the Closing
Date, conforming to the requirements hereof and executed by a duly authorized officer
of the Company.
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(b) Borrowing Certificate. The Bank shall have received a Borrowing
Certificate of the Company dated the Closing Date, substantially in the form of
Schedule Ill, with appropriate insertions and attachments, satisfactory in form and
substance to the Bank, executed by the President, any Vice President, the Treasurer or
any Assistant Treasurer and the Secretary or any Assistant Secretary of the Company.

(c)  Opinion of Counsel. The Bank shall have received a written
opinion of the Company's counse! addressed to the Bank in form and substance
satisfactory to the Bank, opining as to the matters set forth in subsections 3.1, 3.2 and
3.9 hereof.

(d)  Governmenial Approvals. All approvals, authorizations, consents,
adjudications or orders of any governmental or regulatory authority required to be
obtained in connection with the execution and delivery of this Agreement, the Note and
any other documents required hereunder shall have been obtained. In the event that
the approval of the QOregon Public Utility Commission or the Washington Utilities and
Transportation Commission (the Commissions) is required for the Company to enter
into an agreement with the Banks for a Commitment Period longer than 364 days, then
the portion of this Agreement providing for a Commitment Period of 364 days from the
effective date of the Agreement may proceed to closing and shall become effective as
of that date, and the portion of this Agreement providing for a Commitment Period
longer than 364 days shall be deemed to have closed and shall become effective upon
the issuance of orders by the Commissions approving the Agreement.

4.2  Conditions to All Loans. The obligation of the Bank to make or
convert any Loan to be made by it hereunder (including, without limitation, the initial
Loan) is subject to the satisfaction of the following conditions precedent on the relevant
Borrowing Date:

(a)  No Existing Default. No Default or Event of Default shall have
occurred and be continuing hereunder on the Borrowing Date with respect to such Loan
or after giving effect to the Loans to be made on such Borrowing Date, and

(b)  Representations and Warranties. The representations and
warranties of the Company set forth in Sections 3.1, 3.2, 3.3, 3.4, 3.9, 3.10 and 3.1t
are true and correct as of such Borrowing Date, as though restated on and as of such
date. Each borrowing by the Company hereunder shall constitute a representation and
warranty by the Company hereunder as of the date of each such borrowing that the
foregoing conditions of this subsection 4.2 have been satisfied.

SECTION V. AFFIRMATIVE COVENANTS

The Company hereby agrees that, so fong as the Commitment remains in
effect, the Note remains outstanding and unpaid or any other amount is owing to the
Bank hereunder, the Company shali satisfy the covenanis herein.

5.1  Financial Statements. The Company shall furnish to the Bank:

(a)  as soon as practicable, but in any event within 120 days after the
end of each fiscal year of the Company, a copy of the consolidated balance sheet of
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the Company and its audited consolidated Subsidiaries as at the end of such year and
the related consolidated statements of income, of earnings invested in the business and
of cash flows for such year, setting forth in each case in comparative form the figures
for the previous year, audited by independent certified public accountants of nationally
recognized standing; and

(b)  as soon as practicable, but in any event not later than 60 days after
the end of each of the first three quarterly periods of each fiscal year of the Company,
the Form 10-Q as filed by the Company with the Securities and Exchange Commission
for each such fiscal quarter, certified by a Responsible Officer as being complete and
correct (subject to normal year-end audit adjustments); and

(c)  together with the financial statements required hereunder, a
compliance certificate in form and substance satisfactory to the Bank signed by its chief
financial officer showing the calculations necessary to determine compliance with this
Agreement, including its calculation of maintenance of Consolidated Indebtedness to
Total Capitalization, and stating that no Default or Event of Default exists, or if any
Default or Event of Default exists, stating the nature and status thereof; all such
financial statements to be prepared in reasonable detail and in accordance with GAAP
applied consistently throughout the periods reflected therein (except as approved by
such accountants or officer, as the case may be, and disclosed therein).

5.2  Ceriificates; Other Information. The Company shall furnish to the
Bank as soon as practicable, but in any event within ten days after the same are sent,
copies of all financial statements and reports which the Company sends to its
shareholders, and within ten days after the same are filed, copies of all financial
statements and reports which the Company may make to, or file with, the Securities
and Exchange Commission or any successor or analogous Governmental Authority.

5.3 Payment of Taxes. The Company shall, and shall cause each of its
Subsidiaries to, pay, discharge or otherwise satisfy at or before maturity or before they
become delinguent, as the case may be, all taxes, except when the amount or validity
thereof is currently being contested in good faith by appropriate proceedings, and
reserves in conformity with GAAP with respect thereto have been provided on the
books of the Company or its Subsidiaries, or such Subsidiary, as the case may be.

54  Conduct of Business. The Company shall (i) carry on and conduct
its business in substantially the same manner and in substantially the same fields of
enterprise as it is presently conducted and to do all things necessary to remain duly
incorporated, validly existing and in good standing as a domestic corporation in its
jurisdiction of incorporation and maintain all requisite authority to conduct its business in
each jurisdiction in which its business is conducted, and (ii) comply with all
Requirements of Law except to the extent that failure to comply therewith could not, in
the aggregate, have a material adverse effect on (A} the operations, business or
financial condition of the Company and its Subsidiaries taken as a whole; (B) the ability
of the Company to perform its obligations under this Agreement or the Note; or (C) the
rights of or benefits available to the Bank under this Agreement.

5.5 Maintenance of Property; Insurance. The Company shall, and shall
cause each of its Subsidiaries to, keep all property useful and necessary in its business
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in good working order and condition; maintain with financially sound and reputable
insurance companies insurance on such property in at least such amounts and against
at least such risks as are usually insured against in the same general area by
companies engaged in the same or a similar business; and furnish to the Bank, upon
written request, full information as to the insurance carried.

56 Inspection of Property; Books and Records; Discussions. The
Company shall, and shall cause each of its Subsidiaries that have business operations
to, keep proper books of records and accounts in which entries in conformity with GAAP
shall be made of all dealings and transactions in relation to its business and activities;
and permit representatives of the Bank, at the Bank's expense, to visit and inspect any
of its properties and examine and make abstracts from any of its books and records
upon reasonable notice and during regular working hours, and to discuss the business,
operations, properties and financial and other condition of the Company and its
Subsidiaries with officers and employees of the Company and its Subsidiaries, except
that the rights available under this subsection shall not apply to such properties,
documents or information as are classified in good faith as secret pursuant to federal
governmental requirements.

5.7 Notices. The Company shall promptly give notice to the Bank:
(a)  of the occurrence of any Default or Event of Default;

(b)y  of any litigation, investigation or proceeding involving the Company
or any of its Subsidiaries which, if not cured or if adversely determined, as the case may
be, would have a material adverse effect on the operations, business or financial
condition of the Company and its Subsidiaries as a whole; and

(€ of any change of its senior unsecured debt rating by either Moody's
or S&P.

Each notice pursuant to this subsection shall be accompanied by a statement of a
Responsible Officer setting forth details of the occurrence referred to therein and stating
what action the Company proposes to take with respect thereto.

5.8 Debt Rating. The Company shall maintain at all times a senior
unsecured debt rating from both Moody's and S&P. If either Moody's or S&P no longer
provides a senior unsecured debt rating for the Company, then the Bank and Company
will use the remaining rating service until they can negotiate an alternative agreement.

SECTION VI. NEGATIVE COVENANTS

The Company hereby agrees that, so long as the Commitment remains in
effect, the Note remains outstanding and unpaid or any other amount is owing to the
Bank hereunder, the Company shall not, directly or indirectly cause the following to
occur.

6.1  Maintenance of Consolidated Funded indebtedness to Total
Capitalization. As at the end of any fiscal quarter of the Company, permit on a
consolidated basis the sum of (i) Consolidated Funded indebtedness, plus (i) all notes
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and other Indebtedness incurred through the borrowing of money or the obtaining of
credit, payable on demand or maturing within one year from the date of determination
and which is not renewable or exiendable at the option of the debtor to a date more
than one year from the date of such determination, plus (iii) all other final maturities,
prepayment and sinking fund payments required to be made within one year after such
date of determination, in respect of any Indebtedness incurred through the borrowing of
money or the obtaining of credit (including the Notes), to be greater than 65% of Total
Capitalization plus the amounts of (ii) and (iii), above.

6.2 Limitation on Fundamental Changes. With respect to the Company
or any Significant Subsidiary, without the consent of the Bank, enter into any
transaction of merger or consolidation or amalgamation, or liquidate, wind up or
dissolve (or suffer any liquidation or dissoiution), convey, sell, lease, transfer or
otherwise dispose of, in one transaction or a series of transactions, all or substantially
all of its assets, except for sales, leases or rentals of property or assets in the ordinary
course of business, and except that:

(a)  any consolidated Subsidiary of the Company may be merged or
consolidated with or into the Company (provided that the Company shall be the
continuing or surviving corporation) or with any one or more Subsidiaries of the
Company (provided that if any such transaction shall be between a Subsidiary and a
wholly-owned Subsidiary, the wholly-owned Subsidiary shall be the continuing or
surviving corporation);

(b)y  any Subsidiary may sell, lease, transfer or otherwise dispose of any
or all of its assets (upon voluntary liquidation or otherwise) to the Company or another
wholly-owned Subsidiary of the Company; and

(c) the Company may be merged with any other Person if (i) the
Company is the surviving corporation, (i) immediately after giving effect to such
merger, there shall exist no condition or event which constitutes an Event of Default or
which, with the giving of notice or lapse of time or both, would constitute an Event of
Defauli, and (iii) all representations and warranties contained in Section Il hereof are
true and correct on and as of the date of the consummation of such merger, and after
giving effect thereto, as though restated on and as of such date.

SECTION VIl. EVENTS OF DEFAULT
Upon the occurrence and continuance of any of the following events:

(a)  The Company shall fail to pay any principal of the Note when due
in accordance with the terms thereof or hereof; or the Company shall fail to pay any
interest on the Note, or any other amount payable to the Bank hereunder, within five
days after any such amount becomes due in accordance with the terms thereof or
hereof; or

(b)  Any representation or warranty made or deemed made by the
Company herein shall prove to have been incorrect in any material respect on or as of
the date made; or
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()  The Company shall default in the observance or performance of
any other agreement or covenant contained in this Agreement, and such defauit shall
continue unremedied for a period of 30 days after written notice thereof shall have been
given to the Company by the Bank; provided, however, that no such written notice or
cure period shall apply to default in the observance or performance of the covenants
described in Sections 6.1 and 6.2; or

(d)  The Company shali default in any payment of principal of or
interest on any Indebtedness for borrowed money under any one of the Credit
Agreements; or

(e) The Company shall fail to make any payment in respect of any
Funded Indebtedness (other than the Notes) having singly or in the aggregate an
outstanding amount in excess of $15 million when due or within any applicable
grace period,;

{f) A final judgment for the payment of money exceeding an aggregate
of $15 million shall be rendered or entered against the Company and/or any Significant
Subsidiary and the same shall remain undischarged for a period of 60 days during
which execution shall not be effectively stayed or contested in good faith; or

(9)()) The Company is insolvent or is unable to pay its debts generally as
they come due, or shall file or have filed against it any petition or other request for relief
under any bankruptcy, reorganization, insolvency or moratorium law, or any other law or
taws for the relief of, or relating to, debtors; or any such proceeding shall be instituted
against the Company which is not dismissed within ninety (90) days after the institution
thereof; or the Company shall take any corporate action to authorize any of the actions
set forth above in this paragraph (g)(i); or (ii) A receiver, custodian or trustee shall be
appointed to take possession of any assets of the Company, unless such appointment
is set aside or withdrawn or ceases to be in effect within thirty (30) days from the date of
said filing or appointment;

Then, and in any such event, (A) if such event is an Event of Default specified in clause
(i} or (i} of paragraph (g) above with respect {o the Company, automatically the
Commitmentis shall immediately terminate and the Loans hereunder (with accrued
interest thereon) and all other amounts owing under this Agreement and the Note shall
immediately become due and payable, and (B) if such event is any other Event of
Default, either or both of the following actions may be taken: (i) the Bank may, by
notice to the Company declare the Commitment to be terminated, whereupon the
Commitment shall immediately terminate; and (ii) the Bank may, by notice of default to
the Company, declare the Loans hereunder (with accrued interest thereon) and all
other amounts owing under this Agreement and the Note to be due and payable
whereupon the same shall immediately become due and payable. Except as expressly
provided above in this Section, presentment, demand, protest and all other notices of
any kind are hereby expressly waived by the Company.
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SECTION Vill. MISCELLANEOQUS

8.1  Notices. Except as otherwise expressly provided herein, any
communications between the parties hereto or notices to be given hereunder shall be
given in writing by personal delivery, telefax, or mailing the same, postage prepaid, to
the Bank at its address for notices set forth on Schedule | hereto, and to the Company
at 220 N.W. Second Avenue, Portland, Oregon 97209, Telephone 503/226-4211,
Facsimile 503/220-2584 Attention: Treasurer, or to such other addresses as either
party may hereafter indicate.

Any communication or notice so addressed and mailed shall be deemed
to be given five (5) days after mailing. Any communication or notice otherwise
delivered shall be deemed to be given or upon delivery or receipt. If notice is telexed,
receipt shall be deemed to occur when telex is answered-back. If notice is telecopied,
receipt shall be deemed to occur upon delivery as evidenced by confirmation sheet.

8.2 Waiver; Amendment.

(a) No delay or omission to exercise any right, power or remedy
accruing to the Bank upon any breach or Default by the Company under this
Agreement shall impair any such right, power or remedy of the Bank, nor shall it be
construed to be a waiver of any such breach or default, or an acquiescence therein, or
of or in any similar breach or Default thereafter occurring; nor shall any waiver of any
singie breach or default be deemed a waiver of any other breach or default theretofore
or thereafter occurring. Any waiver, permit, consent or approval of any kind or
character on the part of the Bank of any breach or Default under this Agreement or any
waiver on the part of the Bank of any provision or condition of this Agreement must be
in writing and shall be effective only 1o the extent in such writing specifically set forth.
All remedies, either under this Agreement or by law or otherwise afforded to Bank, shall
be cumulative and not alternative.

(b) Neither this Agreement nor any provision hereof may bhe
amended, waived, discharged or terminated orally, but only by an instrument in writing,
signed by the Company and the Bank.

8.3 Survival. All warranties, representations and covenants made by
the Company herein or in any certificate or other instrument delivered by it or on its
behalf under this Agreement shall be considered to have been relied upon by the Bank
and shall survive the making of any Loan hereunder and delivery to the Bank of the
Note, regardless of any investigation made by the Bank or on its behalf. All stalements
in any such certiticate or other instrument shall constitute warranties and
representations by the Company hereunder.

8.4  Successors and Assigns. This Agreement shall inure to the benefit
of and be binding upon the successors and assigns of each of the parties except that
the Company shall not have the right to assign its rights hereunder or any interest
herein.

8.5 Aftorneys' Fees. In the event of any action at faw or suit in equity
based in contract and arising out of this Agreement, the Note, or any other instrument
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or agreement required or contemplated hereunder, the prevailing party, in addition to all
other sums which the other party may be cailed upon to pay, shall be entitled to recover
such additional sum for the prevailing party's attorneys' fees (including the allocated
cost of internal counsel), incurred therein, as the trial court or any appellate court
adjudges reasonable in said suit or action.

8.6 Governing Laws; Jurisdiction.

(a) This Agreement, the Note, and any other instrument or
agreement required or contemplated hereunder, shall be governed by, and construed
under, the laws of the State of Oregon without regard to principles of conflicts of law.
Any suit or action in regard to or arising out of the terms or conditions of this Agreement
shall be litigated in the state or federal courts situated in the State of Oregon, and the
Company and the Bank hereby submit to the jurisdiction of those courts.

(b)  The Company and the Bank hereby irrevocably submit to the
jurisdiction of any state or federal court sitting in Portland, Oregon, for any action or
proceeding relating to this Agreement. The Company waives any objection which it
may now or hereafter have to a laying of venue in any such action or proceeding in any
such forums, and also waives any claim that any such forum is an inconvenient forum.
The Company and the Bank agree that a final judgment in any such action or
proceeding shall be conclusive and may be enforced in other jurisdictions by suit on the
judgment or any other manner provided by law. The Company agrees that it shall not
bring suit or action arising out of this Agreement in the courts of any other jurisdiction,
and the Bank agrees that it will not bring suit or action against the Company in any
other jurisdiction provided that the Company maintains its corporate headquarters and a
substantial business presence in Oregon.

{c}  The Company and the Bank hereby waives, to the fullest
extent permitted by applicable law, any right it may have to a trial by jury in respect of
any litigation directly or indirectly arising out of, under or in connection with this
Agreement or any related document. The Company and Bank hereto (i) certifies that
no representative or attorney of any other party has represented, expressly or
otherwise, that such other party would not, in the event of litigation, seek to enforce the
foregoing waiver; and (ii) acknowledges that it and the other parties hereto have been
induced 1o enter into this Agreement by, among other things, this mutual waiver.

8.7 Counterparts. This Agreement may be executed in as many
counterparts as may be deemed necessary or convenient, each of which, when so
executed, shall be deemed an original, but all such counterparts shall constitute but one
and the same instrument.

8.8 Participations.

(a)  Bank may grant participations to one or more banks or other
entities in all or any part of any Loan or Loans owing to the Bank hereunder and also
the Note held by the Bank.

(b) Inthe event that Bank grants, assigns, or sells any of its
interest in this Agreement or the Note, including the sale of a participation herein, such
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grantee, assignee, purchaser or participant is hereby granted the right of setoff against
any and all property which may come into its possession to the same extent as if it were
the Bank; provided that such rights are employed solely to reduce the amount of the
Company's obligations hereunder. The Bank shall have no liability for any setoff or
action taken by any participant without the Bank's consent.

8.9 Entire Agreement. This Agreement, together with the Note and the
other documents and agreements required hereunder, embodies the entire agreement
and understanding between the Company and the Bank, and supersedes all prior and
contemporaneous agreements and understandings of such Persons, verbal or written,
relating to the subject matter hereof and thereof. Terms and conditions of the
Agreement relating, but not fimited to, the term, security matters, events of Default,
conditions to lend and affirmative and negative covenants shall not be amended,
modified, or changed without the express written consent of each of the Banks that
have executed Credit Agreements.

8.10 Receipt of Document. The Company and the Bank hereby
acknowledge receipt of a copy of this Agreement.

8.11 Interest Rate Limitation. Notwithstanding anything herein to the
contrary, if at any time the interest rate applicable to any of the Loans, together with all
fees, charges and other amounts which are treated as interest on such Loan under
applicable law (collectively the "Charges”), shall exceed the maximum lawful rate (the
“Maximum Rate") which may be contracted for, charged, taken, received or reserved by
the Bank in accordance with applicable law, the rate of interest payable in respect of
such Loan hereunder, together with ail Charges payable in respect thereof, shall be
limited to the Maximum Rate and, to the extent lawful, the interest and Charges that
would have been payable in respect of such Loan but were not payable as a result of
the operation of this section shall be cumulated and the interest and Charges payabie
to the Bank in respect of other Loans or periods shall be increased (but not above the
Maximum Rate therefore) until such cumulated amount, together with interest thereon
at the Federal Funds Rate to the date of repayment, shall have been received by the
Bank.

8.12 USA Patriot Act. The Bank hereby notifies the Company that
pursuant to the requirements of the USA Patriot Act (Title il of Pub. L. 107-56 (signed
into law October 26, 2001)) (the “Act”), it is required to obtain, verify and record
information that identifies the Company, which information includes the name and
address of the Company and other information that will allow the Bank to identify the
Company in accordance with the Act.

REMAINDER OF PAGE INTENTIONALLY BLANK
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement by
their duly authorized officers as of the date first above written.

UNDER OREGON LAW, MOST AGREEMENTS, PROMISES AND
COMMITMENTS MADE BY THE BANK AFTER OCTOBER 3, 1989,
CONCERNING LOANS AND OTHER CREDIT EXTENSIONS WHICH ARE NOT
FOR PERSONAL, FAMILY OR HOUSEHOLD PURPOSES OR SECURED

SOLELY BY THE BORROWER'S RESIDENCE MUST BE IN WRITING,
EXPRESS CONSIDERATION AND BE SIGNED BY THE BANK TO BE
ENFORCEABLE.

BANK: [BANK]

By

Title

COMPANY: NORTHWEST NATURAL GAS COMPANY

By

Title
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BANK: (BANK NAME)

Lines of Commitment

a. Amount of Primary Line Commitment:
b. Amount of Excess Line Commitment:
C. Total Commitment Amount:

Period of Primary & Excess Line Commitment

BANK INFORMATION AND SPECIFIC TERMS

$ 40,000,000

$ 40,000,000

SCHEDULE |

10-1-05 to 9-30-10

(5 years)

Rating Level Spread (bp)

Interest Rate Options: ¥ If Available Hi A Vv
|
Prime Rate v 0 0 0 0 0
Adiusted C/D Rate
Adiusted LIBOR Rate v 325 45 57.5 75 100

Fed Funds Rate

Negotiated Rate

Commitment fees and upfront fee (in basis points)

a. Primary Line Commitment fees

b. Primary Line Upfront fee

Additional Terms & Conditions (if any):

7 basis points

5 basis points

None

See terms and conditions as set forth in the Credit Agreement. Terms used in this Schedule |

have meanings ascribed thereto in the Credit Agreement.

Bank Address for Notices:

Bank Address for Payments:

Schedule Accepted:

NORTHWEST NATURAL GAS CO.

By:

Title: Treasurer and Controller
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SCHEDULE Ii
Page 1 of 2
Portland, Oregon
QOctober 1, 2005
NOTE

FOR VALUE RECEIVED, the undersigned, NORTHWEST NATURAL
GAS COMPANY (the “Company”) hereby unconditionally promises to pay to the order
of (the “Bank”), in lawful money of the United States of
America and in immediately available funds, on September, 2010, or such earlier date
as may be determined pursuant to the Agreement (as hereinafter defined), or such later
date to which the Commitment Termination Date (as defined in the Agreement) may be
extended, the aggregate unpaid principal amount of all Loans made by the Bank to the
undersigned pursuant to such Agreement, but not to exceed the Bank’s maximum
commitment of $40,000,000. Such payment shall be made for the account of the Bank
at the payment office specified in Schedule |. The undersigned further agrees to pay
interest in like money at such office on the unpaid principal amount hereof from time to
time from the date hereof at the applicable rates per annum and on the dates specified
in Section Il of the Agreement, until paid in full {both before and after judgment).

The holder of this Note is authorized to endorse the date, type, amount
and Interest Period of all loans made by the Bank to the undersigned pursuant to the
Agreement, and the date and amount of all payments and prepayments of principal of
such loans, on the schedule annexed hereto and made a part herecf, oron a
continuation thereof which shall be attached hereto and made a part hereof, and any
such endorsement shall constitute prima facie evidence of the accuracy of the
information so endorsed. No failure to make or error in making any such endorsement
as authorized hereby shall affect the validity of the obligation to repay the unpaid
principal amount of this Note with interest thereon as provided in the Agreement or the
validity of any payment thereof made by the Company.

This Note is the Note referred to in the Credit Agreement dated as of
October 1, 2005 as from time to time amended, supplemented or otherwise modified
(the “Agreement”) between the undersigned and the Bank and is entitled to the benefits
thereof and is subject to optional and mandatory prepayment in whole or in part as
provided therein.

Upon the occurrence of any one or more of the Events of Default
specified in the Agreement, all amounts then remaining unpaid on this Note shall
become, or may be declared to be immediately due and payable, all as provided
therein.

NORTHWEST NATURAL GAS COMPANY

By:
Title: _Treasurer & Controller
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SCHEDULE il
Page 2 of 2

SCHEDULE OF LOANS

30



SCHEDULE Ilf
Page 1 of 2

BORROWING CERTIFICATE

Pursuant to subsection 4.1 of the Credit Agreement dated as of October
1, 2005, between NORTHWEST NATURAL GAS COMPANY (the “Company”) and

(the “Bank “) identified on Schedule I thereto (the

“Agreement”; the terms defined therein being used herein as therein defined), the
Company hereby certifies as follows:

1.

The representations and warranties of the Company set forth in
Section Il of the Agreement are true and correct in all material
respects on and as of the date hereof with the same effect as if
made on the date hereof;

The conditions precedent set forth in subsection 4.1 of the
Agreement have been or will be satisfied prior to or concurrently
with the making of the initial Loans under the Agreement; and

No Default or Event of Default (both as defined in Section ViI of the
Agreement) has occurred or is continuing under the Agreement on
the date thereof;

and the undersigned Stephen P. Feliz, Treasurer & Controller, and C. J. Rue,
Secretary, of the Company hereby certify as foliows:

4.

C. J. Rue is and at all times since October 1, 1993 has been the
duly elected and qualified Secretary of the Company;

and the undersigned Secretary of the Company hereby certifies as follows:

5.

Attached hereto as Exhibit A is a true and complete copy of
resolutions duly adopted by the Board of Directors of the Company
on , 2005; such resolutions have not in any
way been amended, modified, revoked or rescinded and have been
in full force and effect since their adoption to and including the date
hereof and are now in full force and effect; such resolutions are the
only corporate proceedings of the Company now in force relating to
or affecting the matters referred to therein; attached hereto as
Exhibit B is a true and complete copy of the Bylaws of the
Company as in effect at the date hereof; and attached hereto as
Exhibit C is a true and complete copy of the Restated Articles of
Incorporation of the Company as amended to the date hereof; and
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Name

Mark S. Dodson

David H. Anderson

Stephen P. Feltz

C. J. Rue

SCHEDULE lIf
Page 2 of 2

The following persons are now duly elected and qualified officers of
the Company, holding the offices indicated next to their respective
names below, and such officers have held such offices with the
Company at all times since May 26, 2005, to and including the date
hereof, and the signatures appearing opposite their respective
names below are the true and genuine signatures of such officers,
and each of such officers is duly authorized to execute and deliver
on behalf of the Company the Agreement and the Notes of the
Company to be issued pursuant thereto and any certificate or other
document to be delivered by the Company pursuant to the
Agreement:

Office Signature

President and Chief
Executive Officer

Senior Vice President and
Chief Financial Officer

Treasurer & Controller

Secretary & Assistant
Treasurer

IN WITNESS WHEREOF, the undersigned have hereunto set our names
in the capacities indicated.

Title: Treasurer & Controller Title: Secretary

Date: October 1, 2005
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SCHEDULE IV
Page 1 of 1

SUBSIDIARIES

At _October 1, 2005, the Company had two wholly-owned
subsidiaries: NNG Financial Corporation (Financial Corporation) and Northwest
Energy Corporation (Northwest Energy).

NNG Financial Corporation

Financial Corporation has several financial investments, including
investments as a limited partner in windpower electric generating projects and
low-income housing projects.

Financial Corporation is incorporated in Oregon. All of its common
stock is owned by the Company. Financial Corporation had about $3.1 million of
assets as of June 30, 2005.

Northwest Energy Corporation

Northwest Energy was incorporated in Oregon in 2001 to serve as
the holding company for NW Natural and Portland General Electric Company
(PGE) if the acquisition of PGE had been completed. However, in May 2002,
NW Natural and Enron Corp. {Enron) entered into a Termination Agreement
providing for the termination, effective as of July 1, 2002, of a Stock Purchase
Agreement whereby NW Natural was to have acquired all of the issued and
outstanding common stock of PGE, a wholly-owned subsidiary of Enron.
Northwest Energy had no assets and no active operations as of June 30 2005.
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EXHIBIT E

Balance Sheets of the Company at June 30, 2005, and Dec. 31, 2004.

Page 19 - Application
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NORTHWEST NATURAL GAS COMPANY

CONSOLIDATED BALANCE SHEETS

Thousands (December 313} 2004 2003
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See Notes to Consolidated Financial Statements.
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NORTHWEST NATURAL GAS COMPANY

CONSOLIDATED BALANCE SHEETS

Thousands (December 31} 2004 2003

Capitalization and liabififess .0
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See Notes to Consolidated Financial Statements.,
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NORTHWEST NATURAL GAS COMPANY

NOTES TCG CONSCLIDATED FINANCIAL STATEMENTS
i SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Orggnizati . .

The conselidated financial staterents inckude the accounts of the regulated parent company, Nerthwest Natural Gas Company (NW Natural), and its
aon-regulated wholly—owned subsidiaries:

. NNG Financial Corporation (Financial Corporation), and its wholly-owned subsidiaries

. Northwest Energy Corporation (Northwest Enrergy), and its wholly—owned subsidiary

Together these businesses are referred to herein as the “Company.” In this report, the term “utility” is used to describe the regulated gas distribution
business of the Company and the term “non—utility” is used to describe the interstate gas storage business and other non—regulated activities (see Note
2}. Intercompany accounts and transactions have been eliminated.

Investments in corporate joint ventures and partnerships in which the Company’s ownership interest is 50 percent or ess and over which the Company
does not exercise controf are accounted for by the equity method or the cost method (see Note 9).

Certain amounts from prior years bave been reclassified to conform, for comparison purposes, with the current financial statement presentation. These
reclassifications had no impact on prior year conselidated results of operations.

Use of Estimates

The preparation of firancial statements in conformity with generaily accepted accounting principies 1n the United States of Arerica requires
management to make estimates and assumptions that affect reported amounts in the consolidated financial statemeats and accompanying notes. Achzal
amounts could differ from those estimates, and changes would be reported in future periods. Management believes that the estimates and assumptions
used are reasonable.

In eg

The Company’s principal business is the distribotion of natural gas, which is regulated by the Public Utility Commission of Oregon (OPUC) and the
Washington Utilities and Transportation Commission (WUTC). Accounting records and practices conform to the requirements and uniform system of
accounts prescribed by these regulatory authorities in accordance with Statement of Financial Accounting Standards {SFAS) No, 71, “Accouating for
the Effects of Certain Types of Regulation.” NW Natural’s utility business segment is authorized by the OPUC and the WUTC to eara a reasonable
return on invested capital.

In applying SFAS No. 71, NW Natural capitalizes certain costs and revenues as regulatory assets and liabilities pursuant to orders of the OPUC or
WUTC in general rate or expense deferral proceedings, to provide for recovery of revenrues or expenses frem, or refunds to,
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utifity cusiomers in future periods, including a resurn or a carrying charge. At Dec. 31, 2004 and 2003, the amounts deferred as regulatory assets and
liabilities were et Habilities of $80.8 million and $89.4 million, respectively. The net amounts recognized at Dec. 31, 2004 and 2003 include $153.2
miltion and $135.6 miltion, respectively, of accumulated removal costs, which have been included in regulatory lizbilities, in accordance with SFAS
No. 143, “Accounting for Asset Removal Obligations.™ See “New Accounting Standards—Adopted Standards,” belaw.

NW Natural believes that continued application of SFAS No. 71 for its regulated activities is appropriate and consistent with the current regulatory
envirenment, and that all of its regulated assets and liabilities at Dec. 31, 2004 and 2003 are recoverable or refundable through future utility rates, NW
MNatural also believes that it will continue to be able to eam a reasonable rate of return or a carrying charge on its regulated assets, net of regulatory
liabilities. If NW Natural should determine that all or a portion of these regulatory assets or liabilittes no longer meet the criteria for continued
application of SFAS No. 71, thea it would be required to write off the net uarccoverable balances against earnings.

x

Adopred Standards

Asset Retirement Obligations. Effective Jan. 1, 2003, the Company adopted SFAS No. 143, “Accounting for Asset Retirement Obligations.” SFAS
No. 143 requires the recognition of an Asset Retirement Obligation (ARO} for fegal obligations associated with the retirement of tangible long-tived
assets, including the recording of fair value of the liability, if reasonably estiznable, for an ARO in the period in which it is incurred. The ARO liability
is recorded and the cost is capitalized as part of the carmying amount of the related long~lived asset. Over time, the liability is accreted to its present
value each period and the capitalized cost is depreciated over the useful life of the related asset. The Company did not have any material legal
obligations associated with the retirement of its langible long-tived assets, except for certain assets with indefinite system lives for which the
Company cannot estimate the ARO because the settlement date is indeterminable. The Company’s adoption of SFAS No. 143 resulted in a balance
sheet reclassification of asset removal cost obligations from accumulated depreciation and amortization to reguiatory liabilities. The adoption of SFAS
No. 143 and the reclassification of asset removal cost obligations had no material impact on the Company’s financial condition, results of operations or
cash flows (see “Plant and Property,” beiow, for a discussion of the Compary's policy on asset removal costs).

Financial Instruments with Equity and Debt Characteristics. Effective July 1, 2003, the Company adapted SFAS No. 150, “Accouating for Certain
Financial Instruments with Characleristics of both Liabilities and Equity,” SFAS No. 130 estabtishes standards for how an issuer classifies and
measures in its financial statements certain financial instruments with characteristics of both liabilities and eguity. SFAS No. 150 requires an issuer lo
classify a financial instrument as a liability if that financial instrument embodies an obligation of the issuer. The adoption of SFAS No. 150 resulted in
the Company’s reclassifying dividends of $0.2 million after July 1, 2003 on its redeemable preferred stock as interest expense, The Company
redeemed its remaining shares of preferred stock outstanding during the fourth quarter of 2003. The adoption of SFAS Ne. 150 did not have a material
impact on the Company’s {inancial condition, resufts of eperations or cash flows.
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Variahle Interest Enfities. 1 December 2003, the Financial Accounting Standards Board (FASB) revised FASB Interpretation No. (FiN} 40,

“Consolidation of Variable Interest Entities” (FIN 46R), to clarify the application of Accounting Research Bulletin No. 51, “Consolidated Financial
Statements.” FIN 46R provides additional guidance for the identification and consolidation of variable interest entities (VIEs), and for financial
reporting by enterprises involved with VI1Es. The Company adopted the originat provisions of FIN 46 during 2003, and adopted the additional
guidance of FIN 46R i 2004. The Company has certain equity investments that are variable iaterests and some of these entities are potentiatly VIEs.
However, because the Company is not the primary beneficiary, it is not required to consolidate the VIEs. The Company’s variable interests primarity
consist of limited liabifity interests with investments in alternative energy projects, low income housing and other real estate. These investments were
entered into between the years 1988 and 2000 and have been accounted for under the equity method or cost methed. The Company’s maximum
exposure to loss for these investments is $6.2 miiion at December 3£, 2004, an amount that represents the Company’s cuprent investment balance
minus its minimum net realizable value, The Company’s investment risk is thus limited because all such investments are non-recourse to the
Company. The adoption of FIN 46R had no material impact on the Company’s financial condition, restlts of operations or cash flows.

Medicare Prescription Drug, Improvement and Modernization Act. Tn May 2004, the FASB issued Staff Position (FSP) No, FAS 106-2,
“Accounting and Disclosure Requirements Related to the Medicare Prescription Drug, Improvement and Modemization Act of 2003,” (the Act). ESP
No. FAS 106-2 provides specific guidance on accounting for the effects of the Act for employers that sponsor postretiremnent health care plans that
provide prescription drug benefits. FSP No. FAS 106-2 also requires cerfain disclosures regarding the effects of a federal subsidy provided by fhe Act.

Effective Tuly 1, 2004, the Company adepted FSP No. 106-2 with nie material impact on the Company’s cash flows, accumulated postretirement
benefit obligations or net periodic postretirement benefit costs. Based on current guidance and existing plan design, the Company, with input from its
actuary, determined that the prescription drug benefit provided by the Company’s postretirement benefit plan did not qualify it for a federal subsidy.
While the Company provides certain prescription drug benefits to retirees, it was determined that the Company’s contributions would be less than 40
percent of the plan’s expected claims cost, and therefore is not eligible for the subsidy in 2006, the first year the subsidy is available. The Company
will continue to reevaluate its plan contribations and claims expenience to determinge whether the plan quatifies for the federal subsidy in future years.

Other Than Temporary Impairments. Tn March 2004, the Emerging Issues Task Force (BITF) ratified EITF No. 03-1, “The Meaning of
Other-Than-Temporary impairment and {ts Application to Certain knvestments” (BITE No. 03-1). EITF Ne. 03~1 provides guidance for evahuating
whether an investment is impaired, whether the impairment is other than temporary, and the measurement of such impairment. The guidance also
includes accounting considerations subsequent to the recognition of an other-than~temporary impairment and requires certain disclosures in annual
financial statements about unrealized losses that have not been recognized as other—than—temporary impairments. The adoption of EITF (3-1, which
was effective for reporting periods beginning after June 15, 2004, had no material impact on the Company’s financial condition, results of operations
or cash flows.
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Income Taxes. In December 2004, the FASB issued staff position (FSP) FSP SFAS No. 109-1, to provide guidance on the application of $FAS No.

109, “Accountiag for Income Taxes,” to the provisions within the American Jobs Creation Act of 2004 (the Jobs Act) thal provides a tax deduction on
qualified production activities. The Jobs Act became effective on Oct. 23, 2004 and provides for a tax deduction of up to nine percent (when fully
phased—in} of the lesser of (a) “qualified production activities income,” as defined in the Jobs Act, or (b) taxable income {(after the deduction for the
utilization of any net operating loss carryforwards), The Company has determined that application of the provisions within the Jobs Act will not have a
material impact on the Company’s financial condition, results of operations or cash flows.

Recent Accouniing Pronouncements
Inventory Costs. In November 2004, the FASB issued SFAS Ne. 151, “Inventory Costs, an amendment of ARB No. 43, Chapter 4.7 SFAS No. 151
amends the guidance on inveniory pricing to require that abnormal amounts of idle facility expense, freight, handling costs and wasted material be
charged to current period expense rather than capitalized as inventory costs. SFAS No. 151 also requires that aflocation of fixed production overheads
1o the costs of conversion be based on the normal capacity of the production facilities. SFAS No. 151 is effective for inventory costs incurred during

fiscal years beginning after June 15, 2005. The Company is evaluating the impact this new standard may have on its financial siztements, but it is
expected that its implementation will not have a material impact upon the Company’s financial condition, resuits of operations or cash flows.

Share Based Payments. In Decernber 2004, the FASB issued SFAS No. 123 (revised 2004), “Share Based Payment” (SFAS No. 123R), that requires
companies to expense the fair value of employee stock options and similar awazds. Under SFAS No. 123R, share based payment awards will be
measured at fair valee on the date of grant based on the estimated aurmnber of awards expected {o vest. The estimated fair value will be recognized as
compensation expense over the period an employee is required to provide service in exchange for the award, usually referred to as the vesting period.
The expense would be adjusted for actual forfeitures that oceur before vesting, but would not be adjusted For awards that expire or termainate after
vesting. The Company is evaluating different option—pricing models to determine the most appropriate measure of fair value for its share based
payment awards under the new standard, Disclosures of estimated fair value and compensation expense using the Black~Scholes option pricing model,
and its corresponding impact on the financial statements, is provided in Note 4, The Company alsc is evatuating the effect of the adoption and
implementation of SFAS No. 123R, which is not expecied to have a material impact on the Company’s financial condition, results of operations or
cash flows. SFAS No. 123R is effective for interim or anngal reporting periods beginning after June 15, 2005, The Company expects to adopt the
provisions of SFAS Ne. 123R ia the frst guarter of 2005,

Non-monetary Transactions. Also in December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets, an amendment of
Accounting Principles Board {APB) Opinion No. 29, Accounting for Nonmonetary Transactions.” SFAS No. 153 redefines the types of nonmonetary
exchanges that require fair value measurement. SFAS No, 133 is effective for nonmonetary fransactions entered into on or after July 1, 2005. The
Company is evaluating the impace of this statement, but adoption of this new accounting standard in 2003 is not expected to have a material impact on
the Company’s financial condition, results of operations or cash ffows.
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Plant and Property

Plant and property is stated at cost, including labor, materials and overhead {see Note 9). The cost of utility plant and interstate storage includes an
allowance for funds used during construction in construction overhead to represent the net cost of borrowed funds used for construction purposes (see
“Allowance for Funds Used During Coastruction,” below).

NW Natural’s provision for depreciation of utility property is computed under the straight-Hnae, age~life method in accordance with independent
engineering studies and as approved by regulatory authorities. The weighted average depreciation rate was approximately 3.4 percent for the year
ended Dec. 31, 2004 and 3.5 percent for each of the years 2003 and 2002. The depreciation rate reflects the approximate ecoromic life of the utility

property.

Effective Jan. 1, 2003, the Company adopted SFAS No. 143, “Accounting for Asset Retirement Obligations.” Among other things, SFAS No. 143
requires that future asset retirerment costs (removal costs) that meet the requizements of SFAS No. 71, as amended and supplemented, be classified as a
regulatory lability. In accardance with long~standing industry practice, the Company accrues for future removal costs on many long-lived assets
through a charge to depreciation expense allowed in rates. Prior to the adoption of SFAS No. 143, the resulting regulatory Habilities were recognized
as accruaks to accumalated depreciation, At the time when removal costs were incurred, accumutated depreciation was charged with the costs of
removal and the book cost of the asset being retired. At Dec. 31, 2004 and 2003, the Company recognized accrued asset removal costs of $153.2
million and $135 .6 million, respectively, through depreciation expense from accumulated depreciation and ameortization. The Company’s estimate of
accumulated removal costs was based on rates using its most recent depreciation study. The Company will continue to accrue future asset removal
costs through depreciation expense, with a corresponding credit to segulatory liabilities - accrued asset removal costs. When the Company retires
depreciable wiility plant and equipment, it charges the associated original costs to accumalated depreciation and amortization, and any related removal
costs incurred are charged to regulatory liabilities ~ acerued asset removal costs. No gain or loss is recognized upon normal retirement. In the rate
setting process, the accrued assef removal costs are treated as a reduction to the net rate base.

Allowance for Funds Used Puring Construction

Cash

Certain additions to utility plant include an allowance for funds used during construction (AFUDC). AFUDC represents the cost of funds borrowed
during construction and is calculated using actual commercial paper interest rates. If commercial paper borrowings are less than the total costs of
construction work in progress, then a composite rate of interest on all debt, shown as a reduction to interest charges, and a return on equity funds,
shown as other income, is used to compute AFUDC. While cash is not realized currently from AFUDC, it is realized in future years through increased
revenues from rate recovery resulting from higher rate base and higher depreciation expease. NW Natural’s composite AFUDC rates were 3.0 percent
in 2004, 4.5 percent in 2003 and 2.8 percent in 2002.

“ach Eguivalents

For purposes of reporting cask flows, cash and cash equivalents include cask on hand and highly Hguid temporary investments with original maturity
cates of three months or less.
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Revenue Recogniion

Utility revenues, derived primarily from the sale and transportation of natural gas, are recognized when the gas is delivered to and received by the
customer. Revenues include accruals for gas delivered but aot yet billed to customers based on estimates of gas deliveries from meter reading dates 1o
month end {unbilied revenues). Uabilled revenues are dependent upon a number of factors that require management judgment, including total gas
receipts and deliveries, customer use and weather. Unbilled revenues are reversed the following month when actual billings occur. The Company’s
accrued unbilled revenzes at Dec. 31, 2004 and 2003 were $64.4 million and $59.1 million, respectively.

Non—utility revenues, derived primarily from gas storage services, are recognized upon delivery of the service to customers. Revenues from
optimization of excess storage and transportation capacity are recognized over the life of the contract for guaranteed amounts under the contract, or are
recognized as they are earned for amounts above the guaranteed value based on estimates provided by the independent energy marketing company {sce
Note 2).

Accounts Receivable and Allowange for Uncollectible Accounts

Accounts receivable consist primarily of amounts due to NW Natural for gas sales and fransportation services to residential, commercial and indusirial
customers, plus amounts due for interstate gas storage services and other miscellaneous receivables, With respect to these trade receivables, the
Company establishes an allowance for uncollectibie accounts (allowance) based on the aging of receivables, its collection experience of past due
accounts on payment plans, and historical trends of write—offs as a pescent of revenues. With respect to large individual customer receivables, 2
specific allowance is established and added to the general allowance when amounts are identified as unlikely to be recovered. Inactive accounts are
written~off against the allowance after 120 days past due or whea deemed {0 be uncollectible. Differences between the Company’s estimated
allowance and actual write—offs will occur based on changes in general econcmic conditions, customer credit issues and the level of natural gas prices,
but these differences are not currently expected 1o have a material impact on the Company’s financial condition or results of operation.

Inventories

Inventorics, consisting primarily of natural gas in storage, are stated at the moving average cost. Regulatory treatment of gas inventories provides full
recovery in tates for the value of gas inventory at the moving average cost. All other inventories are stated at the lower of average cost or net realizable
value.

Derivativ .

NW Natural's Derivatives Policy sets forth the guidelines for using selected financial derivative products to support prudent risk management
strategies within designated parameters. The Derivatives Policy allows for the use of derivatives to manage natural gas commodity prices related to
natural gas purchases, foreign currency prices related to gas purchase commitments from Canada, 0il oF propane commodity prices related to gas sales
and transportation services under rate schedules pegged to other comodities, and interest rates related 1o long—term debt maturing in less than five
vears or expected o be issued in future periods. NW Natural’s ebjective for using derivatives is to decrease the volatidity of earnings and cash flows
associated with changes in comsodity prices, foreign currency prices and interest rates. The use of
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derivatives is permitted only after the commoedity price, exchange rate, and inteyest rate exposures have been identified, are determined 0 exceed
acceptable tolerance levels and are considered to be unavoidable because they are necessary to suppost normai business activities (see Note 11). The
Berivatives Policy is intended to prevent speculative risk. NW Natural does not enter into derivative instruments for trading purposes and believes that
any increase in market risk created by holding desivalives should be offset by the exposures they medify.

In accounting for derivative activities, the Company applies SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as
amended by SFAS No. 138, “Accountiag for Certain Derivative Instruments and Certain Hedging Activities,” and SFAS No. 149, “Amendment of
Statement 133 on Derivative Instruments and Hedging Activities,” (collectively referred to as SFAS No. 133). SFAS No. 133 requires that the
Company recognize derivatives as either assets or liabilities on the balance sheet and measure those instruments at fair value. SFAS No. 133 alse
requires that changes in the fair value of a derivative be recognized currenily in earnings uniess specific hedge accounting criteria are met. SFAS No.
133 provides aa exception for contracts intended for normal purchase and normal sale, other than a financial instrument or derivative instrument for
which physical defivery is probable. Many of the Company’s gas supply and transportation contracts are derivative instruments as defined under SFAS
No. 133, but qualify for the normal purchase and normal sale exception.

NW Natural designates its derivatives as fair value or cash flow hedges based upon the criteria established by SFAS No. 133. For fair value hedges, the
gain or loss is recognized in earnings in the period of change. For cash flow hedges, the effective poriion of the gain or loss is imitially reported in
accumulated other comprehensive income (OCI), unless the derivative is subject to deferral under NW Natural’s regulated tariffs with the GPUC or the
WUTC. The ineffective porion of the gain or loss ir a cash tiow hedge is recogaized in current earnings, but caly to the extent that the amount is not
covered under NW Natural’s regulatory deferral mechanisms. Effectiveness is measured by comparing changes in cash flows of the hedged item to
gains or losses on derivative instruments.

NW Natural’s priraary hedging activities, consisting of aatural gas commodity price and foreign currency exchange rate hedges, are principally
accounted for as cash flow hedges under SFAS No. 133 and are subject to regulatory deferral under SFAS No. 71. Unrealized gains and losses from
mark—to—market valuations of these contracts are nof recognized in crrent income but are reporied as derivative assess or liabilities and offset by a
corresponding deferred account balance included under “regulatory labilities” or “regulatory assets.” Due to their regulatory deferral treatment,
effective portions of changes in the fair value of these derivatives are not recorded in OCI but are recognized as a regulatory asset or liability.

Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, “Accounting for Income Taxes.” Under SFAS No. 109, the Company
recognizes deferred income taxes for all temporary differences between the financial statement and tax basis of assets and Habilities at current income
fax rates. Deferred tax liabilities and assets reflect the expected future tax consequences, based on enacted tax faw, of temporary differences between
the tax basis of assets and liabilities and their financial reporting amounts (see Note 8).

SFAS No. 109 also requires recogrition of the additional deferred income tax asseis and liabilities for temporary differences where regulators prohibit
deferred income tax treatment for
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ratemaking purposes. Consistent with rate and accounting orders of regutatory authorities, deferred income taxes are aot currently collected for those
temporary income tax differences where the prescribed regulatory accounting methods do not provide for current recovery it rates. NW Natural has
recorded a regulatory tax asset for amounts pending recovery from customers in future rates, equivatent to $64.7 million and $63.4 million at Dec. 31,
2004 and 2003, respectively. These amounts are primarily based on differences between the book and iax bases of net wiility plant in service.

Investment tax credits on atility plant additions and leveraged leases, which reduce income taxes payable, are deferred for financial statement purposes
and are amortized over the life of the related plant or lease. Investment aand energy tax credits generated by non-regulated subsidiaries are amortized
over a period of one to five years.

Qther Income (Expense)

Other income (expense) consists of interest income, gain on sale of assets, investment income of Financial Corporation, the costs incurred in
connection with the Company’s effort to acquire Portland Generai Electric Company (PGE) from Enron Corp. and other miscellaneous income from
merchandise sales, rents, leases and other items,

Earnings Per Share

Basi¢ earnings per share are computed based on the weighted average number of common shares ouatstanding each year. Diluted eamings per share
reflect the potential effects of the conversion of convertible debentures and the exercise of stock eptions. Diluted earnings per share are calculated as

follows:
Thousands, except per share amounts 2004 2003 2002
Net neome: mbTRE R R 5 i S A0TZ S ARIEE LS TR
Redeemable preferred and preference stock dividend requiremenis - 204 2,280

Edrnings applicable fo.common stoék = Basic 7 15 i i ST SOETIE 48689 ARSI
Debenture interest less axes 200 257 285

SIS0 TTE SS9

Earnings applicable fo.common stock - difuted -

s

Averige commton shi

Convertb

Averipe common shares Bulsianding & diluied w71

CUESTE g a

Hariitigs per'share of cortmon stock = basic

Earaings pér shiare of common seook = difdtéd &

For the years ended Dec. 31, 2004, 2003 and 2002, 201,804 shares, 77,500 shares and 84,000 shares, respectively, representing the number of stock
options the cxercise prices for which were greater than the average market prices for the Company’s common stock for such years, were excluded from
the calculation of diluted carnings per share because the effect was antidilutive.
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The Company applies APB Opinion Ne. 25, “Accounting for Stock Issued to Employees,” to account for its stock—based compensation plans.
Accordingly, the Company does not recognize compensation expense for the fair value of its stock option grants. Instead, the Company has efected to
continue using the intrinsic value method of accounting for stock options rather than adopting the fair value method of accounting. However, the
Company does recognize compensation expense for the fair value of stock awards granted under its Long—Term Incentive Plan and the
Non—Employee Directors Stock Compensation Plan in the period when the shares are carned {see “New Accounting Standards—Recent Accounting
Pronouncements—-Share Based Paymenis,” above, and Note 4).

2 CONSOLIDATED SUBSIDHARY OPERATIONS AND SEGMENT INFORMATION:

At Dec. 31, 2004, the Company had two direct, wholly—owned subsidiaries, Financial Corporation and Northwest Energy. Northwest Bnergy was
formed in 2001 to serve as the holding company for NW Natural and PGE if the acquisition of PGE had been completed. Since the acquisition of PGE
was terminated, Northwest Energy has remained a non—active subsidiary of the Company.

The Company’s core business segment, Local Gas Pistribution (1.DC), involves the distribution and sale of natural gas. The Local Gas Distribution
segment is also referred 1o as the “utility”. Another segment, Interstate Gas Storage, represents natural gas storage services provided 1o interstate
customers, including asset optimization services under a contract with an independent energy marketing company. The remaiaing business segment,
Other, pamarily consists of non-regulated investments in alternative energy projects in Caiiforaia (see “Financial Corporation,” below), a Boeing
737300 aircraft leased to Continental Airlines, low—inceme housing in Pertland, Oregon and Northwest Energy’s {imited activities (see Note 9).

Interstate Gas Storage

Interstate gas storage services are provided to off-system interstate customers using Company—owned storage capacity that has been developed in
advance of core utility customers’ (residential, commercial and industrial firm) requirements. NW Natural retains 80 percent of the incomme before tax
from gas storage services and credits the remaining 20 percent fo a deferred regulatory account for sharing with its core utifity customers. For each of
the years ended Dec. 31, 2004, 2003 and 2002, this business segment derived a majority of is revenues from fewer than five customers. The largest of
these customers is served under a long—term contract.

Results for the interstate gas storage segment also include revenues, net of amounts shared with core utility customers, from a contract with an
tndependent energy marketing company that optimizes the use of NW Naturai’s assets by engaging in trading activities using temporarily unused
portions of its upstream pipeline transportation capacity and gas storage capacity. In Oregon, NW Natural retains 80 perceat of the pre—tax income
from the optimization of storage and pipeline transportation capacity when the costs of such capacity have not been included in core utility rates, and
33 percent of the pre—tax income from such capacity when the costs have been included in core utility rates. The remaining 20 percent and 67 percent,
respectively, are credited 0 a deferred regulatory account for distribution to NW Naturai’s core utility customers. N'W Natural has a similar sharing
mechanism in Washington for revenue derived from interstate storage services and third party optimization services.
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Financial Corporation has several financial investments, including investments as a lissited partmer in solar electric generating systems, windpower
electric generating projects and low—income housing projects. Financial Corporation’s total assets were $7.6 miltion and $8.0 million at Dec. 31, 2004
and 2003, respectively.

On Jan. 31, 2005 Financial Corporation sold its limited partncrship interests in three solar electric generating systems for approximately $3 million,
which resulted in a $0.5 million write-down of these systems in the fousth quarter of 2004. These systems are located in the Mojave Desertin
California. NW Natural invested in the pmJecLs between 1986 and 1988, Financial Corporation’s ownership interests ranged from 4.0 percent {0 5.3
percent.

The following table presents summary financial information about the reportable segments for 2004, 2003 and 2002. Inter-segment transactions are
insignificant.

Interstate
Thousands S I LTIV — GasSt(}raﬂe e OREE Total _

s 301769_'_'_"'

S‘ 6 423 ‘5 3{}8 360
v R R R o
Ces2 T 140,063
SEEERG T A 0026
_ - 181 3,036
T Oy R B A R T S S

l 688 G883 28,361 15 146 1,732,195

Diépreciafion dnd amortization’ 7 i i ad
Other operatmg expenses

Ncé operating revenues S 278,856 $ 5036 _$ %?4 $ 288,066
Dcprccmtm&amiamamzaﬂou S e e R g S R T R e e e S0
130,619 804 131,545
S 54,439 EULTIRE L 102,272
Income fmm ﬁnanczal mvcstments 3406 - 3,880
Net ot R R T e g SRR s8]
Total assets al Dec 3§ 7003 1,551,817 19,636 ]4 326 1,585,379

Tocomie fromy operations
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Tricomie From operations: =i D AR i D e R 100 :
Tucome from financial investments o ) - 0988 2378
LOSS;!I’OVISE()Hf(}I‘?GEEE&ﬂSZICllOIICOSES-":.'-'f:5_:1'_;" SOl EREE L e e Ry T T (R AT
Net income (loss) 47280 3,646 (7,134) _ 43,792
Totaf assers af Tree; 31, 2002 R R AR G e

$ 186 s 287 54
E sl 52(}99
78 119,19
SO 116,258
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3 CAPITAL STOCK:

Commen. Stock

At Dec. 31, 2004, NW Natural had reserved 106,699 shares of common steck for issuance under the Employee Stock Purchase Plan, 288,155 shares
for future conversions of its 7 /4% Convertible Debentures, 232,827 shares under its Dividend Reinvestment and Stock Purchase Plan, 1,659,470
shares under its Restated Stock Option Plan {sce Note 4}, and 3,000,000 shares under the Skareholder Rights Plan.

In Aprit 2004, the Company issued and sold 1,290,000 shares of its common stock in an underwritien public offering and used the net proceeds of
$38.5 million from the offering primarity 1o reduce short-term indebtedness and to fund, ir part, NW Natural’s utility construction program.

Redeemable Preferred Stock

On Nov. 14, 2003, NW Nanural redeemed ali of the remaining shares of its $7.125 Series of Redeemable Preferzed Stock with an aggregate stated
vaiue of $7.5 million, at a redemption price equivalent to 102.375 percent with proceeds from sales of commescial paper, The Company re~financed
the commercial paper with the sale of new long-term debt in the fourth guarter of 2003. The early redemption premium was recogaized as an
unamortized cost pursuant to SFAS No. 71 and is being amortized to expense over the life of the new debt.

Redeemable Preference Stock

Omn Dec. 31, 2002, NW Natural redeemed all 250,000 shares of its $6.95 Series of Redeemable Preference Stock with proceeds from the sale of
commercial paper.

Stock Repurchase Program

NW Natural’s Board of Directors approved a stock repugchase program in 2000 to purchase up to 2 miflion shares, or up te 333 million in value, of
NW Natural’s common stock in the open market or through privately negotiated transactions. The repurchase program has been extended through May
2005, No shares were repurchased in 2003 or 2004. Since the program’s inception, the Comparny has repurchased 355,400 shares of common stock at a
total cost of $8.2 milkion.

In May 2002, the sharcholders approved an amendment to the Restated Stock Optien Plan that increased the total number of shares authorized for
option grants from 1,200,000 to 2,400,000 shares. At Dec. 31, 2004, options on 1,228,000 shares were available for grant and options on 431,470
shares were culstanding.
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The following table shows fhe changes in the number of shares of NW Natural’s capital stock and the premium or common stock for the years 2004,

2003 and 2002:
Shares Premium on
Redeemable Redeemable COIMINOoT
Common preference preferred stock

stack

. (thoysands)
Balanice, Dec. 31,2001 (069,
Sales to employces
Salés to'stockholdeis
Exercise of stock optio ns - net

Smklng fund pu;chascs
Hedeniption’:

Balance Dee 3L 2002
Sales to employees

Sales tostockhildérs :
Exercgse of stock options — net o )
Conversion of converiible debetitires to'commien

ST
aras

EATl redemption

Balance: Bec 31,2003
Saies io public

£ 5tock opHons = ik S iy S S e e
Conversion of cenvem%)le debemures to common 64,904 - 1,086
Repurchase o T S e :

Balince, Dec. 31,2004 0

4. STOCK-BASED COMPENSATION:

NW Natural has the following stock—based compensation plans: the Long-Term Iacentive Plan (LTIP); the Restated Stock Option Plan {Restated
SOP); the Employee Stock Purchase Plan (ESPP), and the Non—-Employee Directors Stock Compensation Plan (NEDSCP). These pians are designed
to promote steck ownership in NW Natoral by employees and officers and, in the case of the NEDSCP, by nen—employee directors.

Long—Term Incentive Plan. The LTIP is intended to provide a fiexible, competitive compensagion program for eligible officers. An aggregate of
500,000 shares of comnoen stock was authorized for graats under the LTIP as stock bonus, restricted stock or performance-based stock awards. Shares
awarded under the LTIP are porchased on the open market.

At vear—end 2004, a total of 436,000 shares of common stock were available for award under the L TIP, assuming that current performance based
grants are awarded at the target level. The LTIP stock awards are compensatory awards for which compensation expense is recognized based on the
market value of performance shares earned, or a pro rata amortization over the vesting period for the restricted stock awards.
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Performance-based Stock Awards. Since the Plan’s inception in 2001, through December 31, 2004, five performance~based stock awards have been
granted, one based on a two—year performance period {2001-02) and four based on three~year performance periods (2001-03, 200204, 2003~05 and
2004-06). At Dec. 31, 2004, all performance~based stock awards other than those covering the 200305 and 2004-06 periods had lapsed because the
performance—~based measures were ot achieved. If the performance~based measures are achieved, participants will also receive dividend equivalent
cash payments equal to the nemher of shases of common stock received on the award payout multiplied by the aggregate cash dividends paid per share
by the Company during the performance period.

At Dec. 31, 2004, the aggregate number of performance—based shases awarded and outstanding at the minimur, threshold, target and maximum levels
were as follows:

No. of Performance Shares Awarded

Year Performance
Awarded Period Miairmum Threshold Target Maximum

7750 62,000

For the 2003-03 performance period, a series of performance targets were established based on the Company’s average annual return on equity (ROE)
for the performance period corresponding to award opportunities ranging from 0 percent to 200 percent of the target awards. No awards are payable
anless the threshold annual average ROE level, tied to the Company’s authorized ROE, is achieved during the award period. The maximum awards are
payable only upon the achievement of an average annual ROE 200 basis points above the Company’s authorized ROE. For the 2004-06 performance
period, awards will be based on total shareholder return relative {o a peer group of gas distribution companies over the three—year performance pericd
and performance milestones relative fo the Company’s core and non-core strategies.

Restricted Stock Awards. Restricted stock awards also have been granted under the LTIP, A restricted stock award consisting of 4,500 shares granted
in 2001 lapsed im 2004, and a restricted stock award was graated in 2004 consisting of 5,000 shares that is scheduled to vest ratably over five years
beginning in 2005,

Restated Stock Option Plan. The Restated SOP authorizes an aggregate of 2,400,000 shares of common stock for issuance as incentive or
non-statusory stock options. These options may be granted only to officers and key employees designated by a commitiee of NW Natural’s Board of
Directors. All options are granted at an option price not less than the market value at the date of grant and may be exercised for a period not exceeding
10 years from the date of grant, Option helders may exchange shares they have owned for at least six months, at the carrent market price, to purchase
shares at the option price. Since inception in 1985, options on 1,303,721 shares of common stock have been granted at prices ranging from $11.75 to
$32.02 per share, and options oa 131,721 shares have expired.

Employee Stock Purchase Plan. The ESPP allows employees to purchase common stock at 85 percent of the closing price on the trading day
immediately preceding the subscription date, which is set annually. Each eligible emplayee may purchase up to $24,000 worth of stock through payroil
deductions over a six— to 12—month period.
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In accordance with APB Opinior No. 23, no compensation expense was recognized for options granied under the Restated SOP or shares issued under
the ESPP during 2004 or earlier years (see Note 1, “New Accounting Standards—Recent Accounting Pronouncements”). 1f compensation expense for
awards under these two plans had been determined based on fair value at the graat dates using the method prescribed by SFAS No. 123, “Accounting
for Stock—Based Compensation,” ret income and earnings per share weuld have been reduced to the pro forma amounts shown below:

Hhonsands, cxom b b aToet — 2002003 2007

Pro forma siock—bascd compe. a’uon cxpc:nse deiesmmed undf:r the faJr va%nc based method - net ef tax {423) (279} (478)
fotmanetincomc s FoM3ans

Redeemable preferreci and prefercn = stocic (2,280)

Dﬂuicé earnings per sha;e ] _. . )
Agreported TR R
Bro forma

The fair value of each stock option is estimated on the grant date {there were ao stock option grants in 2003) using the Black—Scholes option pricing
madel with the following weighted average assumptions:
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Information regarding the Restated SOP’s activity is summarized as follows:

e PLICE. PET

Shage o e e
Optioa Weighted-Average
Shares Range ) . Exercise Price
Balanee outsianding; Dec: 312000070 Ty R T R e e 3 T0 S0 B8 0T 8BTS L B :
Granted ) . 163,750 2607 -27.850
Biercised i miinli i i e e SR (OB 02 R TR
Expired _ _ - (18.200) 20.25 — 27 873 _
Bilance outstanding Dec 31, 2002 - e mr R L R e 0 DR R
Exercised (40,4703 2025 ~ 27 875 )
Expired - AL S R0y G e
Balance m;tstandmg, Dcc 3% 2003 ) 322044 025-27875
Gramted 202800 BEBA S 3020 T
Exe_r_c_l_scd 92,074y L 2023-27875 o _
Eipired .. e e T A e T ok EEA00Y e aR A0 S B0
Balance mststandmg Dec 3§ 2004 431.470 $ 2025 -~ 32.020

reg avallabte for grant

Shares available for grant .

1429500

Dec. 31, 2003 _ —
Shares available for grant 0 o
Dec. 31,2004 1.228.000

The weighted average remaiaing life of outstanding stock options at December 31, 2004 was 7.3 years.

The characteristics of exercisable stock options at Dec. 31, 2004 were as folows:

Weighted—
Range of Exercisable Average
Exergise ?mccs

Stock Options

Exermsa Price
185,120 T

1 TR86

Non-Employee Directors Stock Compensation Plan. In February 2004, the NEDSCP was amended 1o persit non-employee directors to receive
stock awards either i cash or in Company sfock. As a resuit of modifications to the directors’ compensation arrangements, the NEDSCP was further
amended in September 2604 to eliminate any further awards, either in cash or stock, on and after Jan. i, 2005.

Prior to the latter amendment to the NEDSCP, if non—employee directors elected fo receive their awards in stock, approximately $100,000 worth of the
Company’s common stock was awarded upon joining the Board. These stock awards were subject to vesting and to restrictions on sale and
transferability. The shares vested in monthly installments over the five calendar years following the award. On January 1 of each year following the
initial award, non—empioyee directors who elected to receive their awards in Company stock were awarded an additional $20,000 worth of restricted
Company stock, which vested in monthiy installments in the fifth year following the award (after the previous award has fully vested). The Company
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holds the certificates for the restricted shares until the non-empioyee director ceases to be a director. Participants receive all dividends and have full
voting rights on both vested and unvested shares. All awards vest immediately upon a charge i control of the Company. Any unvested shares are
considered to be unearned compensation, and thus are forfeited if the recipient ceases to be a director. The shares were purchased in the open market
by the Company at the time of the award.

The following table presents the changes in unearned stock compeasation for the years 2004 and 2003, which are reported as a reduction to total
common equity in the consoiidated balance sheets:

Thousands oo
Uneamed stoCk eompensations 0 000
Balance inning of year

(298)

Balance at end of yez L sieer

Under a separate plan, prior to Jan. I, 2003, non—employee directors could elect to invest their cash fees and retainers for board service in shares of the
Company’s common stock. Under a new deferral plan effective Fan. 1, 2005, such fees and retainers will be deferred 1o a cash account. Cash account
balances may be transferred to and invested in a Company stock account, at the election of the director, up to four times per year.

NG~ D

The issuance of first mortgage debt, including secured medinm—term notes, under the Mortgage and Deed of Trust (Mortgage), is limited by property
additions, adjusted net earnings and other provisions of the Mortgage. The Mortgage constitutes a first mortgage lien on substantially all of NW
Natural's atility property.

The 7 /4% Series of Convertible Debentures may be converted at any time into 50 /4 shares of common stock for each $1,000 face value ($19.90 per
share).

The maturities on the long—term debt outstanding, for each of the 12—-month periods through Dec. 31, 2009 amount to: $13 million in 2005; $8 million
in 2006; $29.5 mitlion in 2007, $5 miilion in 2008; ard none in 2009, Holders of certain long—term debt have put opticns that, if exercised, would
accelerate the maturities by $10 miltion in 2005 and $20 million in each of 2007, 2008 and 2009.

6. NOTES PAYABEE AND LINES OF CREDIT:

The Company’s primary source of short-term funds is commercial paper notes payable. NW Natural issues commercial paper under agency
agreements with a commercial bank and such commercial paper is supported by its committed bank lines of credit {see below). At. Dec. 31, 2004 and
2003, the amounts and average interest rates of commercial paper debt outstanding were $102.5 million and 2.3 percent and 585 2 million and 1.1
percent, respectively.
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NW Natural has lines of credit with four commercial banks totaling $150 million. Half of the credit facility with each bank, totaling $75 miliion, is
committed and available through Sept. 30, 2005, and the other $75 million is committed and available through Sept. 30, 2007. Three of these
commercial banks have each committed $20 miHiion for each of their 2005 and 2007 lines of credit and the fourth commercial bank has committed $15
million for each of its 2003 and 2007 iaes of credit.

NW Natural’s lines of credit require that credit ratings be maintained in effect at all times and that notice be given of any change in its senior
unsecured debt ratings. A change in NW Natural's credit rating is not an event of default, nor is the mairtenance of 2 specific minimum levet of credit
rating a condition to drawing upon the lines of credit. However, interest rates on any loans outstanding under NW Natural’s bank lines are tied to credit
ratings, which would increase or decrease the cost of bank debt, if any, when ratings are changed.

The lines of credit require the Company to maintain an debtedaess to total capitalization ratio of 63 percent or less and to maintain a consolidated net
worth at least equal to 80 perceat of its net worth at Sept. 30, 2004, plus 50 perceat of the Company's net inceme for each subsequent fiscal quarter.
Failure to comply with either of these covenaats would entitle the banks to terminate their lending commitments and to accelerate the maturity of aii
amounts outstanding, The Company was in compliance with both of these covenants at Dec. 31, 2004, and with the equivalent covenants i the prior
year’s lines of credit at Dec, 31, 2003,

NW Natural maintains two qualified non—contributory defined benefit pension plans covering ail regular employees with more than ene year of
service, several non-qualified supplemental pension plans for eligible exeeutive officers and certain key employees and other postrefirement benefit
plans for its employees. Only the two gualified defined benefit pension plans have plan assets which are held in a qualified trust to fund retirement
benefits.
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The following table provides a reconciliation of the changes in benefit ebligations and fair value of assets, as applicable, for the pension plazs and
other postretiremsent benefit plans over the faree—~year period ended Dec. 31, 2004, and a statement of the funded status and amounts recognized in the
consolidated balance sheets, using measurcmment dates of Dec. 31, 2004, 2003 and 2002:

Post-Retirement Benefits
Pension Benefits Other Postretirement Benefits

Thousands 2004 2003 2002 2004 2003 2002
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The Company's qualified defined benefit pension plans had an accumulated benefit obligation in excess of plan assets at Dec. 31, 2004. The plans’
aggregate accumulated benefit obligation was $209 million, $192 million and $172 millior at Dec. 31, 2004, 2003 and 2002, respectively, and the fair
value of plan assets was $186.8 miHlion, $168.3 millkon and $143.2 millioa, respectively. The fair value of plan assets increased from Dec. 31, 2003 to
Dec. 31, 2004 due to $22.5 million in investment gains and employer contributions of $8.3 miilion, partially offset by $11.2 miilion in withdrawals to
pay benefits and $1.1 million to pay eligible expenses of the plans. The combination of investment refurns and cash contributions is expected to
provide
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sufficient funds to cover all benefit obligations of the plans. The Company is not reguired to make a cash contribufion to either of its qualified pensicn

plans for the 2003 pian year.

The Company's investment policy and performance objectives for the qualified pension plan assets (plan assets) held in the Retirement Trast Fund was
approved by the refirement conunittee which is composed of management ermployees, The policy sets forth the guidelines and objectives governing the
investment of plar assets. Plan assets are invested for total return with appropriate consideration for liguidity and portfolio risk. Al investments are
expected 1o satisfy the requirements of the rule of pradent investments as set forth under the Employee Retirement Income Security Act of 1974
(ERISA). The approved asset classes are cash and short—term investments, fixed income, commen stock and convertible securities, absolute and real
refurn strategies, real estate and investments in securities of NW Natural, and sy be invested in separately managed accounts or in commingled oz
mautual funds. Re~balancing will take ptace at least annually, or when significant cash fows occur, in order to maintain the allocation of assets within
the stated target aflocation ranges. The Retirement Trust Fund is not currently invested in any NW Natural securities,

The Company’s pension pian asset allocation at Dec. 31, 2004 and 2003, and the farget allocation and expected long—term rate of return by asset
category for 2005 are as follows:

Expected
Percent of Plaa Long~term
Assets Target Rate of
. . Allocation _ Return
Asset Category o0 CHROOE i aals
US Large Cap Equity 359 9.00%
USiSmali/Mid Cap Bquitg: sl 30%:
Non-US Bquity 15%  900%
Fixedncome 0000 SEgSm T s
Real Estate 4% 8.00%
Absolite Retuin 000 SRR G008
Real Return 8.25%
Weighted Average. 0 CBE%

The Company’s non—qualified supplemental pension plans’ accumulated beaefit obligations were $13.6 miliion, $13.0 million and $12.8 million at
Dec. 31, 2004, 2003 and 2002, respectively. Although the plans are unfunded plans with no plana assets due to their nature as non—gualified plans, the
Company indirectly funds its obligations with tust-owned life insurance.

The Coempany’s plans for providing postretirement benefits other than peasions also are unfunded plans. The aggregate benefit obligation for those
plans was $22.7 million, $23 .4 million and $13.5 miilion at Dec. 31, 2004, 2003 and 2002, respectively.
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The following tables provide the componenss of net periodic benefit cost for the qualified and non—qualified pension and other postretirement benefit

plans for the years ended Dec. 31, 2004, 2003 and 2002, and the assumptions used in measuring these costs and benefit cbligations:

Pension Benefits (ther Postretirement Benefits

‘Fhousands 2004 2003 2002 2004 20603 2002

Serviodcost
Enterest cost )
Expected returd ofr plaf asses s
Amortization of transiticn cbligation

Recognized acmarial (gain) loss

Net periaiic cost.

Discount rate for n
(NPBC) N 6.25% L 605 o 133%
Rate:of incredse i compéisation for NPBC 40 400=5,00% -1 4 2555.00% 5 L 4 255500%. 0
Expected long—term rate of retuzn for
NPBC

9.00%

Hination of fanded: .
CoinLeRse s 65

f increase in compensation for funded

4.25-5.00%

The assumed annual increase in trend rates used in measuring postretirement benefits as of Dec. 31, 2004 were 10 percent for medical and 13 percent
for prescription drugs. Medical costs were assumed to decrease gradually each year tc a rate of 4.5 percent for 2012, while prescription drug costs were

assumed to decrease gradually each year to a rate of 4.5 percent for 2013.

Assumed heaith care cost trend rates have a significant effect on the amounts reported for the heaith care plans. A one perceniage point change in

assumed health care cost trend rates would have the following effects:

1% 1%
Thousands ) i i Increase Decrease
Effect on'the total service dnd infrest cost components'of net periodic postretiiément health:cargibesiefin costn 0l pi v B @i g iy
Effect on the health care cost component of the accumulated postretirement benefit obligation $ 501 5 (815
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The following table provides information regarding employer contributions and benefit payments for the two qualified pension plans, the
non--qualified pension pians and the other postretirement benefit plaus for the years ended Pec, 31, 2004 and 2603, and estimated future payments:

Thousands

Employer Contributions by Pian Year Pension Benefits Other Benefits

Estimated Future Payments

30102014 N ST s ST eer

NW Natural’s Retizemnent K Savings Plan (RKSP) is a gualified defined confribution plan under Internal Revenue Code Section 401¢k). NW Natural
also has non-qualified deferred compensation plans for eligible officers and senior managers. These plans are designed to enhance the retirement
program cf employees and to assist them in strengthening their financial security by providing an incentive to save and invest regularty. NW Natural’s
matching contributions te these plans totaled $1.7 million in 2004, $1.6 million in 2003 and $1.4 million in 2002. Effective Jan. 1, 2002, the RKSP
was amended to establish an Employee Stock Ownership Plan (ESOP) within the RKSP by converting the existing RKSP Company Stock Fund into
an ESOP.

Effective Jan. 1, 2005, the Company will make a contribution of 25 cents per compensable hour on behaif of each union employee to the Western
States Office and Professional Empioyees Pension Fund, which coatributions wiil increase 3 percent gach year, up to 30 cents per compensable hour.
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INCOME TAXES:

A reconciliation between income taxes caleulated at the statutory federal tax rate and the tax provision reflected in the financial statements is asg
follows:

Thousands 2004 2003 2002
Computed L

Increase (treduction) in taxes resulting from:
Bifference hetween book and fax depreciaiion
Curreni state mco e tax, net of federal tax b

Removal costs
Reversai m‘? ameunts providediin prior Yeas
Other — net

Fieal provision forincorme taes

The provision for income taxes consists of the following:

Thousands. excepl percentages 2004 2003 2002

Ticomé faxes Currently payable Greceivabley:
Federai
St&tﬁ S [

s 960 50377

S

et b R e

Deférfed taxes = et
Federal

TOEFPEOVISION for AEae (xS

e L
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Deferred tax asscts and liabilities are comprised of the following

Thousands — 2004 2003
Defersed tax liabilities: R e
Plant and property - $ 146,657 $ 113,781
Regulatory-incomet G A
. 3730 -
R e
LS 183330

Loss and credit carryforwards ~
ol H940°
Netaccurmilated defered incofse tax Tiabilind 2 S AI0ES S YTET9T

The amount of income taxes paid 1a 2004 and 20603 decreased significantly as compared to the total provision for income taxes, primarily due to the
effects of accelerated depreciation provisions provided by the Job Creation and Worker Assistance Act of 2002 (the Assistance Act) and the Jobs and
Crowth Tax Relief Reconcifiation Act of 2003 (the Reconciliation Act). The Assistance Act provided for an additional depreciation deduction egual to
30 percent of an asset’s adjusted basis. The Reconciliation Act increased this first-year additional depreciation deduction to 30 percent of an asset’s
adjusted basis. The additional first-year depreciation deduction is an acceleration of depreciation deductions that etherwise would have been laken in
the later years of an asset’s recovery period. The accelerated depreciation provisions provided by both the Assistance Act and the Reconciliation Act
expired at Dec. 31. 2004. The Company realized enbanced cash flow from reduced income taxes totaling an estimated 335 miltion during the effective
period, based on piant investments made between Sept. 11, 2001 and Dec, 31, 2004.

For the year ended Dec. 31, 2004, the Company had an esimated federal net operating loss {NOL) of $15.4 miilion and an Oregon NOL of $18.6
million, primarity due to the effects of accelerated tax depreciation provided by the Assistance Act and the Reconciliation Act. The federal NOL will
be carried back to 2002 for a refund of taxes paid in prior years, and the Oregon NOL will be used to reduce future Oregon taxable income. The
Oregon NOL will expire in 2019,

At Dec. 31, 2004 the Company had $1.6 million of alternative minimum fax credit carryforwards to offset regular federal income tax payable in future
years. In addition, the Company had certain fax credits of approximately $0.7 million which are availabie to reduce certain federal and state income tax
liabilities through 2011, The Company anticipates that it will be able to utilize all loss and credit carryforwards in future years.
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PROPERTY AND INVESTMENTS:

The following table sets forth the major classifications of NW Natural’s utility plant and accumatlated depreciation at Dec. 31:

2004 2003

Weighted Weighted
Average Average
Depreciation Depreciation
Thousands, except perceniages Amount Ra{e Rate
Traﬂszr:issmnanddlsm‘butmn B T T age T ST TEae
27%
0%
5.1%

Iﬂtangtble and mher

Uility plantinservice 1 e 5%

Gas stered long—term

il plantaner 0

Accumulated depreciation does not include $153.3 million and $135.6 million at Dec. 31, 2004 aad 2003, respectively, which represent accrued asset
removai costs and are reflected on the balance sheets as a regutatory lability (see Note 1).

The following table summarizes the Company’s investments ia non-utility plant at Dec. 31

2004 2003

Weighied Weighted
Average Average
Depreciation Depreciation
'Fhousands except perceam;es i - ) Arnount Rate Amount Rate
NonSutility siorage S SAG00 e T ey e
Dock, land, oil station Emé o%ilcr 4,728

SR Lage R
Consu‘ucuon work in p{ogress 4,335

L 23%

Total noosutility plaiie’ 0 e s ee
Eess accumulated depreciation 3,244

Noottiliey plasts= peg o il b e e e R e g CIETERHO
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The following table summarizes the Company’s other jong-term investments, including financial investments in life insurance policies accounted for
at fair value based on cash surrender values, equity investmenis in certain partrerships and joint ventres accounted for under the equity or cost
methods, and a leveraged lease investment in an aircraft, at Dec. 31:

(Thousands)

Life isuzance
Airciaft leveraged lease
Real estate partnership

RIS

TForak other investments

In 1987, the Company invested in a Boeing 737--300 aircraft, which is leased to Continental Airlines for 20 years under a leveraged lease agreement.

A Financial Corporation subsidiary, KB Pipeline Company (KB Pipeline), owns a 10 percent interest in an 18-mile interstate natusal gas pipeline. KB
Pipeline operated the pipeline for twelve years unti Dec. 1, 2004, when a third party gas distribution company became the operator. KB Pipeline
resigned as pipeline operator due, in part, to increased obiigations resulting from final Federal Energy Regulatory Commission regulations
implementing Standards of Conduet for Transmission Providers. Those regulations govern the relationship between interstate natoral gas pipelines aad
their energy affiliates or marketing functions and impose obligations previously inapplicable to KB Pipeline with regard to separation of duties and
related matters. FERC granted KB Pipeline an exemption from most of the requirements of the Standards of Conduct; however, the remainder of the
regulations continue to be applicable to KB Pipeline as a co-owner of the pipeline.

At Dec. 31, 2004, Financial Corporation held ownership interests ranging from 4.0 to 3.3 percent in three solar electric generation plants located near
Barstow, California. Power generated by these plans is sold to Scuthern Califeraia Edison Company under long-term contracts. Finaacial Corporation
also has ownership interests ranging from 25 to 41 percent in wind power electric generation projects focated near Livermore and Palm Springs,
Catifornia. The wind—generated power is sold to Pacific Gas and Blectric Company and Southern California Edison Company under long-term
contracts. Financial Corporation sold its interests in the solar electric generation plants on Jar. 31, 2005 (see Note 2},

FASB Interpretation No. 46, “Consolidation of Variable Interest Entities,” provides guidance for determining whether consolidation is required for
entities over which control is achieved through means other than voting rights, know as “variable interest entities.” The Company does not have any
significant interests in variable interest entities for which it is a primary beneficiary.
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FAIR VALUE OF FINANCIAL INSTRUMENTS:

11,

The estimated fair value of NW Natural's firancial instruments has been determined using available market information and appropriate valuation
methodologies. The following are financial instruments whose carrying values are sensitive to market conditions:

bec. 31, 2004 Dec. 31, 2003
Carrying Estimated Carrying Estimated

{Thousands) _ - Amount Fair Valwe  Amount Fair Value
Lonpg-ter ol dine AmONRE due w : PR E e S H00 O SEG SETORG 8 SO0 AT e

Fair value of the long—term debt was estimated using market prices on the valuation date for debt with similar credit ratings, maturities, interest rates
and other terms.

USE OF FINANCIAL DERIVATIVES:

NW Natural enters into shori—term, medium-—term and long-term natoral gas purchase contracts with suppliers, including contracts tied o
market-based index prices, and thus is exposed to changes in commodity prices. Natural gas prices are subject to fluctuations due to unpredictable
factors including weather, inventory levels, pipeline transportation availability, and the economy, each of which affects short—term supply and
demand. As part of its overall strategy to maintain an accepizble level of exposure to gas price fluctuations, NW Natural uses a targeted mix of
fixed-rate and cap—protected derivative iastruments 1o hedge the exposure under floating price gas supply contracts. Swap contracts are used to
convert certain long~term gas purchase contracts from floating prices to fixed prices. Cali option contracts are used to limit the maximum adverse
impact from floating price contracts while retaining the potential favorable impact from declining gas prices. The prices embedded in these commodity
hedge contracts are incorporated in anaual rate changes under the PGA rate mechanisms, thereby limiting cusfomers’ exposure to frequent changes in
purchased gas costs. The estimated fair value of gains and losses from coramodity hedge contracts are recorded as a derivative asset or liability, and
are offset by a corresponding amount recorded to a deferred regulatory asset or liability account for the effective portion of each hedge contract. The
actual gains and losses realized at settlement of the hedge conracts are used to offset the actual gas purchase cost from NW Natural’s physical supply
contracts,

Certain natural gas purchases from Canadian suppliers are invoiced in Canadian doliars, including both commodity and demand charges, thereby
exposing NW Natural 1o adverse changes in foreign cursency rates. Foreign currency forward contracts are used to minimize the impact of flactuations
in currency rates. Foreign currency contraces for commodity costs are purchased on a month—to—month basis because the Canadian cost is priced at the
average noonday exchange rate for each month. Foreign currency contracts for demand costs have terms ranging up to 24 months. The gains and losses
on the shorter—term currency conkacts for commodify costs are recognized immediately in cost of gas. The gains and losses on the longer—term
currency contracts for demand charges are subject to a regulatory deferral tariff and, as such, are recorded as a derivative asset or liability which is
offset by recording a corresponding amount to a deferred asset or liability account.

NW Natural did aot use any derivative instruments to hedge oil or propane prices or interest rates during 2004, 2002 or 2002,
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At Dec. 31, 2004, NW Natural had the following derivatives outstanding: a series of 24 fixed—psice naturat gas commodity price financial swap
contracts; four fixed—price natural gas financial call option contracts; and 62 foreign currency forward purchase contracts. All of these contracts were
designated as cash fiow hedges covering exposures to commodity purchasc and sale contracts. Unrealized gains and losses from mark—to-market
valuations of these contracts are not recognized in current income hut are reported as derivative assets or liabilities and offset by a corresponding
deferred account balance under regulatory liabilities or regulatory assets because regulatory mechanisms include the realized gains or losses at
settlement in utility gas costs subject to regulatory deferral treatment. NW Natural also bad outstanding at Dec. 31, 2004 two natural gas physical
supply contracts with embedded options which did not qualify as a normal purchase or aormal sale, The physical supply contracts were entered into
using excess gas storage and pipeline gransportation capacity under the Company’s optimization program. The estimated fair values (unrealized gains
and losses) and the notional amounts of derivative instruments cutstanding were as follows:

Bec. 31, 2004 Dec. 31, 2003

Fair Value Noticnal Fair Value Noticnal
(Thousands) Gain (Loss) Amount  Gain (Loss) Amount

284417
19,761

FhOgss
(2,195)

Fixed—price natural gas financial call option contracts
Natuiral gas physical stipply conteagts with émbedded opfionst 1

ixed—price natural gas financial swap contract
Foreign currency forward purchase contracts:

Fra R g S R R T S

Total ooy

In 2004 and 2003, NW Natural realized net gains of $42.4 million and $32 4 miilion, respectively, from the settiement of natural gas commodity swap
and call option contracts, which were recorded as decreases to the cost of gas, compared to net losses of $75.5 million during 2002, which were
recorded as increases to the cost of gas. The currency exchange rate in all foreiga currency forward purchase contzacts is included in NW Nagural’s
cost of gas at settlement; therefore, no gain or loss was recorded from the settlement of those contracts. Any change in value of cash flow hedge
conlracts that is not included in regulatory recovery is included in OCL

The fair value of derivative instrumeats at Dec. 31, 2004 and 2003 (see table above} was determiaed using estimated or guoted market prices for the
periods covered by the contracts. Market prices for the natural gas commodity—price swap and call option contracis were obtained from external
sources. NW Natural reviews these third-party valuations for reasonableness using fair value calculations for other contracts with similar terms and
conditions. The market prices for the foreign currency forward contracts were based on currency exchange rates quoted by The Bank of Canada.

As of Pec. 31, 2004, five of the natural gas commedity price swap coniracts extended beyond Dec. 31, 2008, and two exiended beyond Oct. 31, 2006.
None of the natural gas commodity call option contracts extends beyend March 31, 2005.
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12. COMMITMENTS AND CONTINGENCIES:
Lease Commisments
The Company ieases land, buildings and equipment under agreements that expire in various years through 2018, Rental expense under operating leases
was $4.5 million, $4.9 million and $4.8 miltion for the years ended Dec. 31, 2004, 2063 and 2002, respectively. The table below reflects the future
minimum lease payments due under non—cancelable ieases at Dec. 31, 2004. Such payments total $60.8 million for operating leases. The net present

value of paymenis on capital leases less imputed interest was $6G.5 million. These commitments principally relate to the lease of the Company’s office
headquarters, underground gas storage facilities, vehicles and computer equipment.

Millicns 2003 2006 2007

. el D e b B8 BT Bl B
Capital leases 02 02 0.1 - - -

NW Natural has signed agreements providing for the reservation of firm pipeline capacity under which it must make fixed monthly payments for
contracted capacity. The pricing component of the monthly pavment is established, subject to change, by U.S. or Canadian regulatory bodies. In

addition, NW Natural f:as entered into long—term sale agreements to release firm pipeline capacity. The aggregate amounts of these agreements were
as foilows at Dec. 31, 2004

Pipeline Pipeline
Capacity Capacity
Puschase Release
Thousands Agreements Agreements
713
Se3Te
60949 213
SAEANT L T L3S
274,891 3,095
SREIT0 L 21670
113,024 2.369
CAGRIAG L 119,301
L

NW Natural’s total payments of fixed charges under capacity purchase agreements in 2004, 2003 and 2002 were $89.3 million, $86.7 million and
$86.2 million, respectively. included in the amounts for 2004, 2003 and 2002 were reductions for capacity release sales of $3.7 million, $3.7 million
and 54.2 million, respectively. In addition, per—unit charges are required to be paid based on the actual guantities shipped under the agreements. In
certain take—or-pay purchase commitments, annuaj deficiencies may be offset by prepayments subject to recovery aver a longer term if fudure
purchases exceed the minimum annual requirements.
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N'W Natural owns or previeusly owned properties currently being investigased that may require environmental response. NW Natural has accrued all
material loss contingencies relating to environmental matters that it believes to be probable of assertion and reasonably estimable. The Company
continues to study the extent of its environmental liabilities, but due to the preliminary nature of the environmental investigations being conducted, the
range of loss contingencies beyond the amounts currently accrued, and the probabilities thereof, cannot be reascnably estimated.

Gasco site. NW Natural owns property in Multnomah County, Oregon that is the site of a former gas manufacturiag plant that was closed in 1956 (the
Gasco site). The Gasco site has been under investigation by NW Natural for eavironmeatal contamination under the Oregon Department of
Environmental Quality’s (ODEQ) Voluntary Clean—Up Program. In June 2003, the Company filed a Feasibility Scoping Plan and an Bcological and
Human Healtk Risk Assessment with the ODEQ, which outlined a range of remedial alternatives for the most contaminated portion of the (zasco site.
NW Natural continues to work with the ODEQ to determine the appropriate remedial action from among the alternatives. Based upon the proposed
actions in the draft pian, the Company estimates Hs range of retaining Habiiity, including the cost of investigation, from among feasible altematives,
at between $1.3 million and $7 milkton.

Wacker site. NW Natural previously owned property adjacent to the Gasco site that now is the focation of 2 manufacturing plant owned by Siltronic
Corporation, formerly Wacker Siltronic Corporation {the Wacker site). In 2000, the ODEQ issued an order requiring Wacker and NW Naturai (o
determine the nature angd extent of releases of hazardous substances to Wiltamette River sediments from the Wacker site, In 2004, consultant stdies
indicated that some benzene is present in he soil at the Wacker site. The ODEQ requested that NW Natural conduct farther tests of groundwater and
indoor air quatity. The work plan for the implementation of the benzene indoor air-sampling program was appreved by the ODEQ in November 2004,
NW Natural recorded expenses in 2004 totaling $0.1 million for its estimated costs of investigation and initial remediation at the Wacker site.

Portland Harbor. In 1998, the ODEQ and the U.S, Environmental Protection Agency (EPA) completed a study of sediments in a 5.5—-mile segment of
the Willamette River {the Portland Harbor) that includes the area adjacent to the Gasco site and the Wacker site. In 2000, the EPA listed the Poriland
Harbor as a Superfund site and notified the Company that it is a potentially responsible party. Subsequently, the EPA approved the Programmatic
Work Plan, Field Sampling Plan and Quality Assurance Project Plan for the Portfand Harbor Remedial Investigation/Feasibility Study. NW Natural’s
share of the estimated budget to complete the first phase of the work is $1.0 miilion, which is expected te be completed in 2007, The EPA has
indicated that ferther study in a second phase will be required; however, the scope of the work to be completed in a second phase has yet to be
determined.

In Aprit 2004 the Company entered info an Administrative Order on Consent (AOC) providing for early action removal of a body of tar in the river
sediments adjacent o the Gasco site. In July 2004, the EPA approved an initial work plan for the early action removal. The Coempany continues to
negotiate with the EPA regarding the method and timing of the removal of the
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body of tar. The Company currently estimates the removal cost to be in the range of $3.0 million te $5.0 miliion. In addition, the Company has agreed
with the ODEQ to do additional work, if necessary, on the Gasco site in conjunction with the EPA early action remediation work.

During 2004, NW Natural accrued additional loss contingencies totaling $4.3 million for the above—described study work and the revised estimate of
tar body remediation costs, NW Natural's liability is based oa its best esamate of probable costs, and if a specific amount is no more or less likely than
another amount in the range of probable liability, then the Company recognizes its liability at the lower end of the range of probable Hability. Currently
available information is insufficient to determine cither fhe total amount of liabifity, or the higher end of a range for NW Natural’s estimated shase of
poteatial future remediation refated to the Pordand Harbor site. The Company expects fo receive additional information when the Remedial
Investigation/Feasibility Study report is completed. A preliminary report is expected to be available duriag 2005.

Portland Gas site. The City of Portland notified NW Natural that it was planning a sewer improvement project that would include excavation withia
the former site of a gas manufacturing plant {the Portland Gas site) that was owned and operated by a predecessor of the Company between 1860 and
1913. The preliminary assessment of this site performed by a consultant for the EPA in 1987 indicated that it could be assumed that by-product tars
may have been disposed of on site. The report conciuded, however, that it is likely that waste residues from the plant, if present on the site, were
covered by deep fill during construction of the nearby seawalt bordering the Willamette River and probably have stabilized due to physical and
chemical processes. Neither the City of Porttand nor the ODEQ has notified NW Natural whether a further javestigation or potential remediation might
be required on the site in connection with the sewer project, which has commenced. Available information is msufficient to determine cither the total
amount of NW Nataral’s liability or a probable range, if any, of poteatial liability.

Oregon Steel Mills site. On Dec. 20, 2004, the Company was served with a third-party complaint by the Port of Porfland (Port} in a Mulmomah
County Circuit Court case, Oregon Steel Mills, Inc. v. The Pors of Portland. The Port alleges that in the 1940's and 1550°s petroleurn wastes peserated
by the Company’s predecessor, Portiand Gas & Coke Company, and nine other third-party defendants were disposed of in a waste ol disposal facility
operated by the United States or Shaver Transportation Company on property then owned by the Port and now owned by Oregon Steel Miils. The
Port’s complaini seeks contribution for unspecified past remedial action costs incurred by the Port regarding the former waste oil disposal facility as
well as a declaratory judgment allocating liability for future remedial action costs. NW Natural does not believe there are facts sufficient to constitute a
claim against the Company.

Corps of Engineers Notice of Noncompliance. On Iuly 2, 2004, the U.S. Army Corps of Engineers (Corps) issued to the Company a Notice of
Noncompliance (Notice) for discharges of drilling mud inte three streams during dritling operations on the Company’s South Mist Pipeline Extension
(SMPE) project. The Corps’ Notice claimed that the discharges viclated the scope of work in permits for the dritling. The Company cooperated with
the Corps in its investigation and worked closely with the Corps and other state and federal agencies to minimize impacts from the uaintended
discharges. The final disposition of this matter resulted in the payment of a nominal fine.
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Regulatory and Insurance Recovery for Environmental Matters. In May 2003, the OPUC approved NW Natural's request for deferral of
environmental costs associated with specific sites, including the Gasco, Wacker, Porfland Harbor and Poriland Gas sites. The authorization, which has
been extended through April 2005, allows NW Natural to defer and seek recovery of unreimbursed environmental costs in a future general rate case.
On a cumulative basis through Dec. 31, 2004, the Company paid out a total of $3.3 million relating to the named sites since the effective date of the
deferral authorization. N'W Natural will first seek to recover the costs of investigation and remediation for which it may be responsible with respect to
the Gasco, Wacker, Portland Harbor and Portland Gas sites, if any, from insurance. If ihese costs are not recovered from insurance, then NW Natural
will seek OPUC approval to recover them through future rates. At Dec. 31, 2004, NW Natural had a receivable of $8.5 million representing an
estimate of the environmental costs it expects to recover from insurance, consisting of $2.8 million for costs relating to the Gasco site, $5.5 million for
costs relating to the Portland Harbor site and $0.2 million relating to the Oregon Steel Mills site.

On Jan. 27, 2005, NW Natura; filed a request with the OPUC for authorization to defer costs associated with the Oregon Steel Mills site and to extend
the deferral authority for the other named environmental sites through Jan. 26, 2006. ’

The following table summarizes the insurance receivables and the accrued liabilities relating to environmental matters at Dec. 31, 2004 and 2603.

insurance Receivable Accrued Liability
(Millions} oo _ 12/31/04 _12/31/03 1203104 12031403
800 A g LB T S B L RS e g R S

= S =
$ 3.7 s | $ 24
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Regulatory and Insurance Recovery for Environmental Matters. tn May 2003, the OPUC approved NW Natural’s request for deferral of
environmental costs associated with specific sites, including the Gasco, Wacker, Portland Harbor and Portland Gas sites. The authorization, which has
been extended through April 2003, allows NW Natural to defer and seek recovery of uareimbursed eavirenmental costs in a future general rate case.
On a cumulative basis through Dec. 31, 2004, the Company paid out a fotal of $3.3 million relating to the named sites since the effective date of the
deferral authorization. NW Natural will first seek to recover the costs of investigation and remediation for which it may be responsible with respect Lo
the Gasco, Wacker, Portland Harbor and Portland Gas sites, if any, from insurance. If these costs are not recovered from insurance, then NW Natural
will seek OPUC approval to recover them through future rates. At Dee. 31, 2004, NW Natural had a receivable of $8.5 million representing an
estimate of the environmental costs it expects o recover from insurance, consisting of $2.8 million for costs relating to the Gasco site, $5.5 million for
costs relating to the Portland Harbor site and $0.2 million relating fo the Oregon Steel Mills site,

On Jan. 27, 2005, NW Natural filed a request with the OPUC for authorization to defer costs associated with the Oregon Steel Mills site and to extend
the deferral authority for the other named environmental sites through Jan. 26, 2006.

The following table summarizes the insurance receivables and the accrued liabifities refating to environmental matters at Dec, 31, 2004 and 2003,

Insurance Receivable Accrued Liability

12/31/03
T8 15

(Millions) i o D 31, 12131/04

Y6

Legal Proceedings
Litigation

On October 16, 2003, Longview Fibre Company (Longview) filed suit in Federal Court (Longview Fibre Company v. Enerfin Resources Northwest
Limited Partnership and Northwest Natural Gas Company (US District Court ~ Oregon District)) seeking a declaratory judgment regarding the
continuing existence of a certain oil and gas lease in the Mist gas field between Longview and Enerfin Resources Northwest Limited Parinership
(Enerfin). NW Natural kolds a gas storage lease from Longview (the Cascade Lease), which covers the same land as the Enerfin lease, and which
grants the right to produce native cil and gas. Enerfin originally filed crossclaims against NW Natural alleging that NW Natural wrongly imterfered
with Enerfin’s attempts to continue its oil and gas lease with Longview; however, Enerfin agreed to dismiss those claims in a previous settlement with
NW Natural. B that settlement, NW Natral subleased portions of the Cascade Lease to Enerfin for the purpose of producing native gas. In September
2004, NW Natural and Enerfin filed claims and counterclaims against Longview, and Longview filed claims and counterclaims against NW Natural
and Enerfin. The claims that Longview made against NW Natural involved allegations of unpaid royalties ander the Cascade Lease.
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All parties to the Longview litigation entered into a Settlement Agreement, effective Jan. 11, 2005, As part of the settlement, Longview granted NW
Natural an easement for use in producing oil 2nd gas from the lands covered by the Cascade Lease. Other than paymenis made in respect of the
easement, and royalty payments under the relevant leases and subleases, which were not material, no payments were made in connection with the
Longview settlement. All claims were dismissed on Jan. 28, 2005 parsuant to the Settlement Agreement,

On May 28, 2004, a lawsuit was filed against the Company (Kerry Law, Arnold Zuehike and Kenneth Cooper, on behalf of themselves and all others
similarly situated v. Northwest Natural Gas Company (1.8, Dist. Ct. D, Or., Case No. CV-(4-728-AS}) by three individuals alleging violation of the
Fair Labor Standards Act for failure 1o pay overtime. The suit was subsequently amended to include state wage and hour claims. The plaintiffs are or
have been independent backhoe operators who performed services for the Company under contract. In the lawsuit, the plain&iffs claim that they, and
others similarly situated, should have been considered “employees™ of the Company instead of independent contractors. The plaintiffs seek overtime
and interest in amounts to be determined, liquidated damages equal to the overtine award, ¢ivil penaities and attorneys fees and costs. The plaintiffs
sought te certify this case as a collective action under the Fair Labor Standards Act; however, o Oct. 5, 2004, plaintiffs’ motion for collective action
certification was denied. As a result of this ruling, the case is proceeding with the three current plaiatiffs, and any others who wish to join must do so
mmdividually. Although no other claims have been filed in this lawsuit, plaintiffs’ counsel has indicated to the court their intention to file additional
ciaims seeking employee berefits allegedly due to plaintiffs. In addition, the claims in: the lawsuit described below may be consolidated with this
lawsuit. The Company intends to vigorously contest the claims. There is insufficient information at this point in the litigation to reasonably estimate
the amount of liability, if any, from this claim.

On Feb. 18, 2005, a lawsuit was filed against the Company (Kasey Cooper, Kevin Cooper, C.G. Nick Courtrey, John V. Shooter, ke Whinlesey and
Roger Whitdesey v. Northwest Natural (U S, Dist. Ct. 1. Or., Case No. CV--05-241-KI)} by six additional individual independent backhoe operators
who have performed services for the Company under contract. Like the plaintiffs in the claim described above, these plaintiffs allege that they shouid
have been considered “employees” of the Company. They seek overtime wages under the Fair Labor Standards Act and interest in amounts to be
determined, liguidated damages equal to the overtime award, civil penalties and attorneys fees and costs. In addition, the plaintiffs allege that failure to
classify them as emplovees constituted a breach of contract under certain of the Company’s empioyee benefit programs, agreements and plans, which
conferred employment-related compensation, rights and benefits. They seek an unspecified amount of damages for the valoe of what they would have
received under these programs, agreements and plans if they had been classified as employees. The Company intends to vigorously contest the claims.
There is insufficient information at this point in the litigation to reasonably cstimate the amount of liability, if any, from this claim.

On Dec. 20, 2004, the Company was served with a third—party compiaint by the Port of Pertland (Port) in a Multnomah Coungy Circuit Court case,
Oregon Steel Mills, Inc. v. The Port of Portland. The Port alleges that in the 1940°s and 1950°s petroleum wastes generated by the Company's
predecessor, Portland Gas & Coke Company, and vine other third—party defendants were disposed of in a waste oil disposal facility operated by the
United States or Shaver Transportation Cormpany on property then owned by the Post and now owned by Oregon Steel

101



Table of Conternt
Mills. The Port's complaint seeks contribution for unspecified past remedial action costs incurred by the Port regarding the former waste oil disposal
facility as well as a declaratory judgment aflocating lizbility for future remedial action costs. NW Natural does not believe there are facts sufficient to

constitute a claim against the Company.

In connection with the construction of the SMPE, NW Natural continues o negotiate with some land owners regarding valuation of easements and
rights—of—-way obtained pursuant to condemmnation proceedings. In some cases, compensation will be determined in individual court proceedings that
have been scheduled through fune 2005. The Company is unable to determine the likelihood of unfavorable outcomes of these matters, but believes
that the aggregate amount of compensation ultimately paid will not be material to the Company’s financiat coadition, results of operations or cash
flows,

The Company is subject to ofher claims and litigation arising in the ordinary course of business. Although the final outcome of any of these legal
proceedings cannot be predicted with certainty, the Company does not expect that the ulfimate dispesition of these matters will have a materially
adverse effect on the Company’s financial condition, results of operations or cash flows.
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NORTHWEST NATURAL GAS COMPANY
QUARTERLY FINANCIAL INFORMATION (UNAUDITED)
Quarter ended

Dollars
(Thousands, except per share amounts) March 31 June 30 Sept. 30 Dec. 31 Total
2004 S e e
Operaing evemses $254450  S109650 $E1441 . $707.604,
Netaperating revenues |17 I Mol SRRy i BB R U L SRS SR . (o £ V. R B ) e 0
Net income (loss) o N _ o 3e1z  (1G (S 285) 26861 50,572
Basmearmn%s(inss)pershase S R 0 R R
Diluted carnings (loss) per share 1.24 ((}.03) (0.30) 0.97 1 86*
2005 e SE e s PR e e
Operatmg revenues 3206 539 $117 489 . %69481 _5217 '."47 . 8611,236
Nét operating revenyes: ; TEUSESA g dgR e i 28R 066

(6,546) 45,983

Net income (loss)
nasw caraings {loss) per shard
Diluted earnings (loss} per share

o {0 25} L
(0.25)

1.76%

Quarterly earnings (loss) per share are based upon the average number of common shares outstanding during each quarter. Because the average number
of shares outstanding has changed in each quarter shown, the sum of quarterty earnings (loss) per share may not equal earnings per share for the year.
Variations in carnings between quarterly periods are due primarily o the seasonal nature of the Company’s business.
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NORTHWEST NATURAL GAS COMPANY
SCHEDULE - VALUATION AND QUALIFYING ACCOUNTS AND RESERVES

COLUMN A COLUMNB COLUMNC COLUMND COLUMNE
Additions Deductions
Balance at Balance
beginning Charged to Charged to atend
of costs other Net of
period and expenses accounts write—offs period

Reserves dedicted i balange 1
sheet from assels (o which they-applys
Allowance for uncollectible accounis

Reserves deducted in balance

sheet from assets to which they apply: ot gt T . I
Allowance for'uncolleetible acooumits 70 i T RIS S90S s e s e

Allowance for uncollectible accounts
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NORTHWEST NATURAL GAS COMPANY
PART L. FINANCIAL INFORMATION
Consolidated Balance Sheets

June 30,
2003

TFhousands {Unaudited)

June 30,
2004 Dec. 3,

(Unaudited) 2804

Assets -
}’lant and pzoperty

523,518

CURTRIS A6

SSLTIT06 0 S 10MTD

491,340 3{}5 286

iy plant s net

SOYAEIRGRT

1295956 1,289,686

Less accumlilated e]}rccaamnand i}m{)ftiZﬁtiOﬂ. T T 5581

LL2eseT

5,083

NosEuit propéty = et

Tol plant dnd property

SEELFIR 408

Other investments - ;000

Accoums, Teceivable
Allowance fc}r uncelk;{:uble accounts

Prepaymenis and other current asse%s N

Total urrehtassers 11

SraREieees T

LLAgTIT

Regulatory agsefs:”
lncome tax assei

65622__.__..: 64

64,734
oSt
7332

Total Fegillafory assets 00

GO a9sE

n-trading derivatives

Gitier assels?
Fair value of
Other 50000

. GhoBo
LL20RIg

16399
1TE

042
Cazsm

Total other dssets 00

CReeT

ARIEE A

Total'assets.

RSN ST

S SrE b VbR

See Notes to Consotidated Financial Statements
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NORTHWEST NATURAL GAS COMPANY
PART I FINANCIAL INFORMATION
Consolidated Balance Sheets

June 36, June 30,
2005 2004 Dec. 31,

Thousands (Unaudited) {(Unaudited) 2004

Capitalization and Tabiliticss
Capitalization:
Commen stoeks:

Prem;um on common siock

SRESEE 2
/ ) 295,159 300,034
RS0 L IRENG L e

-2 R .2
SRR L LRI

CRE25E

3 1 Stock s BRSSO S S e e 591 833 56310(}456&517
Longm rmdei)t 521,500 500,073 484,027

R EA D ke ik SR o G s R v it

Total eapiialization 11T

Cument liabilities: 70
Notes payable
Acconnts payable’: : D
Long~term debt due wnhm one year o
Taxesaccrued’ o PR
Interest accrucd

Othier Cuirrent and atcrued TiabHifies

2897
R4 AGYY

Tolab cirrent Tiabitifies: 71 SRSz SETIRS.

Regulatory. Habilities: . T R e e e LR
Accrued asset Temoval cusls ] o ] 162,350 140,847 153 258
Customeradvances it : L = 1,662 },584 1529
Unrealized gain on non— %{admg demanves, net 34,666 28,285 10 92

Totak tegtatory fiabilities 70 ol B s e s e e i g T g e 16 G

Deferred income taxes ] 206,660 o §89 514 - 211,080
Dieferred ivestment tax credits: L R L R i e R 200 B3R L 6000
Fair value of mm—lradmg (ienvauves 5,487
Other ™ - : : 94 44{).

Totab other Habilities™ -+ 0 - 0T e e e e e BT 08 T 2TR00T 246,66

Commiitments and contingencies (Sge:Note 7y o040 i i e b RS e e e B e e e

Total capifalizationdng Habilitles 1 0 00 i T R L T SRR VS 1T S L S

See Notes to Consolidated Financial Statements
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NORTHWEST NATURAL GAS COMPANY
PART L FINANCIAL INFORMATION
Nozes to Consolidated Financial Statements
(Unandited)

Basis of Financial Statements

The censolidated financial statements include the accounts of Northwest Natural Gas Company (NW Natural), a regulated utility, and ils non~regulated
wholly~owned subsidiary businesses, NNG Financial Corporation (Financiat Corperation) and Northwest Energy Corporation. Together these businesses
are referred to as the “Company.”

The information presented in the consolidated financial statements is unaudited, but includes ali material adjustments, including normal recurring accruals,
that the management of the Company considers necessary for a fair presentation of the results for each period reported. These consolidated financial
statements shouid be read in conjunction with the audited consclidated financial statements and refated notes included in the Company’s 2004 Annual
Report on Form 10-K {2004 Form 10-K). A significant pazt of the business of the Company is of a seasonal nature; therefore, results of operations for
interim periods are not necessarily indicative of the results for a full year.

Certain amounts from prior periods have been reclassified o conform, for comparison purposes, to the current financial statement presentation. These
reclassifications had no impact on prior period consolidated net income.

New Accounting Standards

Medicare Prescription Drug, Improvement and Modernization Act. In May 2004, the Financial Accounting Standards Board (FASB) issued Staff
Position (FSP) No. FAS 106~2, “Accounting and Disciosure Requirements Related 1o the Medicare Prescription Diug, Improvement and Modemization
Act of 20037 {the Act). FSP No. FAS 106-2 provides specific guidance on accounting for the effects of the Act for employers that sponsor postretirement
health care plans that provide prescription drug benefits and requires certain disclosures regarding the effects of a federal subsidy provided by the Act.

Based on current guidance, clarification of the Act and existing plaa design, the Company has now determiaed, with input from the plan’s actuary, that the
prescription drug benefit provided by its postretirement benefit plan will qualify for a small federal subsidy. The Company’s adoption of FSP No. FAS
106-2, effective July 1, 2004, had no matcrial impact on cash flows, accumulated postretirement benefit obiigations or net periodic postretirement benefit
costs.

Inventory Costs. In November 2004, the FASB issued Statement of Financial Accounting Standards (SFAS) No. 151, “Inventory Costs, an amendment of
ARB No. 43, Chapter 4.” SFAS No. 151 amends the guidance on inventory pricing te require that abnormai amounts of idie facility expense, freight,
handling costs and wasted material be charged to current period expense rather than capitalized as inventory costs. SFAS No. 151 is effective for inventory
costs incurred during fiscal years beginning after June 15, 2005, The Company is evaluating the effect of the adoption and implementation of SFAS No.
1351, which is not expected to have a material impact upon the Company’s financial condition, results of operations or cash flows.

Share Based Payments. In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Share Based Payment” (SFAS No. 123R}, that requires
companies to expense the fair value of employee stock options and similar awards. Under SFAS No. 123R, share based payment awards wili be measured
at fair value on the date of grant based on the estimated number of awards expected to vest. The estimated fair value will be recognized as compensation
expense over the period an employee is required to provide service in exchange for the award, usually referred to as the vesting period. The expense would
be adjusted for actual forfeitures that occur before vesting, but would not be adjusted for awards that expire or terminate after vesting. The Company is
evaluating different option—pricing modefs to determine the most appropriate measure of fair value ynder the new standard. Estimated fair value and
compensation expense are currently calcuiated using the Black—Scholes option pricing model, and its corresponding impact on the financial statements is
provided in Note 3 below and in the Company’s 2004 Form 10-K, Part If, ltem 8., Note 4. The Company is required lo adopt SFAS No. 123R in the first
quarter of 2006. The Company is evatuating the effect of the adoption and impiementation of SFAS No. 123R, which 15 not expected to have a material
impact on the Company’s financial condition, resuits of operations or cash flows.

Non—monetary Transactions. In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets — An Amendment of APB Opinion
No. 29, Accounting for Nonmonetary Fransactions,” which redefines the types of non—monetary exchanges that require fair value measurernent. The
Company is required to adopt SFAS No. 153 for nen-monetary transactions entered into after June 39, 2005. Adoption of this new standard is not expected
to have a material impact on the Company’s {inancial condition or results of operations.
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Conditional Asset Refirement Obligations. In March 2005, the FASH issued FASB Interpretation No. (FIN} 47, “Accounting for Conditional Asset
Retirement Obligations, an interpretation of FASB Statement No. 143.” FIN 47 clarifies that an entity is required to recognize a liability for a tegal
obligation to perform an asset retirement activity if the fair value can be reasonably estimated even though the timing and {or) method of settlement are
conditional on a future event. FIN 47 is required to be adopted for annual reporting periods ending after Dec. 13, 2005. The Company is evaluating the
effect of the adoption and implementation of FIN 47, which is not expected o have a materzal impact on its financial condition, results of operations or
cash flows.

Accounting Changes and Error Corrections. In May 2005, the FASB issued SFAS No. 154, “Accounting Changes and Error Corrections — a replacement
of APB Opinion No. 20 and FASD Statement No. 3,” which provides guidance on the accounting for and reporting of accounting changes and error
corrections. The statement requires retrospective application to prior periods’ financial statements of changes in accounting principies, unless it is
impracticable to determine the period—specific effects or the cumulative effect of the change. The guidance provided in Accounting Principles Board
(APB) Opinioa No. 20 for reporting the correction of an ersor in previously issued financial statements remains unchanged and requires the restatement of
previously issued financial statemenis. SFAS No. 154 is effective for accounting changes ard corrections of errors made in fiscal years beginaing after
December 13, 2005,

Stock-F . .

NW Natural’s stock~based compensation plans consist of the Long~Term Incentive Plan (LTIP), the Restated Stock Option Plan (Restated SOP}, the
Empioyee Stock Purchase Plan (ESPP) and the Non-Employee Directors Stock Compensation Plan {(NEDSCP). These plans are designed to promote stock
ownership in NW Natural by employees and officers, and, in the case of the NEDSCP, non—employee directors. See Part I, Item 8., Note 4, ia the 2004
Form 10-K for a discussion of the Company’s stock—based compensation plags.

Long-Term Incentive Plan. At June 30, 2005, the aggregate number of performance-based shares awarded and outstanding under the Company’s L.TIP at
the threshold, target and maximum fevels were as follows:

No. of Performance Shares Awarded

Year Performance
Awarded Period Threshold Target Maximum
TRO0E T e 030 FEABE i L R0 L E0000
004 ~ 2004-06 _ 27,000 54,000
SRS e 008 RO F T 135000 CERTG,000
S LRI e IT4000
——————————— So————— I

For the 2003-05 performance period, a series of performance targets were established based on the Company’s average annual return on equity (ROE) for
the perfermance period corresponding fo award opportunities ranging from 0 percent to 200 percent of the farget awards. No awards are payable unless the
threshold annual average ROE level, tied 1o the Company’s authorized ROE, is achieved during the award period. The maximum awards are payable only
upon the achievement of an average annual ROE that is 200 basis points above the Company’s regulatery authorized ROE. For the 2004--06 and 2005-07
performance periods, awards will be based on total shareholder return relative to a peer group of gas distribution companies over the three—year
performance peried and on performance milestones relative to the Company's core and noa—core strategies. During the performance peried, the Company
will recognize compensation expense and fability for the LTIP awards based onr performance levels achieved, and expected to be achieved, and the
estimated market valae of the common stock as of the distribution date. For the quarter and six mouths ended June 30, 2008, $0.4 million and $1.0 miflion
were acerued and expensed as compensation under the LTEP grants, respectively, for the 200406 and 200507 performance periods.

Restated Stock Option Plan. Under the Restated SOP, options on 1,238,800 shares were available for grant and options to purchase 321,349 shares were
outstanding at June 30, 2005. Options gererally have 10-ycar terms and vest ratably over a three—year period following the date of grant. No new options
were granted in the first six months of 2005.

The Company has adopted the disclosure requirements of SFAS No. 148, “Accounting for Stock-Based Compensation—Transition and Disclosure—An
Amendment of FASB Statement No. 123.” However, it continues to account for stock—based compensation using the intrinsic value method prescribed in
APB Opinion No. 25, “Accounting for Stock Tssued to Empleyees.” In accordance with APB Opinion No. 25, no compensation expense is recognized for
options granted under the Restated SOP. For a further discussion of expense recognition for stock—based compensation, see Note 2 above.
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If compensation expense for awards under the Restated SOP and for shares issued under the ESPP had been recognized during 2004 and 2005 based on fair

vatue on the date of grant, net income and earnings per share would kave resulted in the pro forma amounts shown below:

Three Months Ended Stx Months Ended
June 30, June 34,

Pro Forma Effect of Stock-Based Options and ESPP:
2005 20684 2005 2084

Netincome {lossyasréporded i 0 : : (T 84T 02T 83 ERYG.
Pro forma stock—based cempensatlera expense de{eﬂnmed LGder the fazz va]ue based mf:thod -
net of fax 92) {106) (183) (206)

P fotima net dfconie fossy Shaste 0 e i i i : GLUT0AE R MO R e A1 600
Debenture interest Iess taxes 47 61 94 123

gl SR RBIRIE

Pro-iforma nét indome Uossy

Basic carnings (105%) por shiafe
As reported
Pro forma: 000

. 5 4 003 5
TS U E(0.03)

Diliited earnings (fossj pershare 7 0
As reported ) ]
Pr'sfciﬁha B I L

TS0 s003) 5
e o SR X (U1 o) B

The Company will be required to adopt SFAS No. 123R for expensing employee stock options and other share based compensation beginning in 2006 {sce
Note 2}. For purposes of the pro forma disclosures above, the estimated fair value of stock options is amortized 1o expense over the vesting peried.

4. Use of Derivative Insuments

N'W Natural enters into forward contracts and other related financial fransactions for the purchase of natural gas that qualify as derivative instruments under
SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS No. 138 and SFAS No. 149 (collectively referred to
as SFAS No. 133). NW Natural utilizes derivative financial instraments to manage commeodity prices refated to natural gas supply requirements. Use of
derivatives is permitied only after the commodity price and exchange rate have been identified, are determined to exceed accepiable tolerance levels and
are considered to be unavoidable because they are necessary to support normal business activities. NW Natural does not enter into derivative instrumesnts
for trading or speculative purposes and intends any increase in market risk created by holding derivatives to be offset by the exposures they modify. See
Part II, ftem 8., Notes 1 and 11, in the 2004 Form 10-K.

in the normal cousse of business, NW Natural enters into forward natural gas commodity purchase (gas supply) contracts to meet the requirements of core
utility custormers. NW Natural recently entered into a series of exchange transactions with an unaffiliated energy marketing company which resulied in a
change in the Company’s accounting treatment for its forward gas supply contracts under SFAS No. 133. SFAS No. 133 requires that derivative
instruments be recorded on the balance sheet at fair value. Prior to March 31, 2008, the Company's forward gas supply contracts were excluded from the
fair value measurement requirement of SFAS No. 133 because these contracts were eligible for the normai purchases and normal sales exception. These
contracts are now accounted for as derivative instruments and marked-to-market based on fair value pursuant to SFAS No. 133, The mark—to-market
adjustment for the forward gas supply contracts outstanding at June 30, 2005 is an unrealized loss of $7.8 million, which is recorded as a Hability with an
offsetting entry to a regulatory asset account based on regulatory deferral accounting treatment under SFAS No. 71, “Accounting for the Effects of Certain
Types of Regulation” (see Part I1, Item 8., Note 1, “Industry Regulation,” in the 2004 Form 10-K).

Pue 1o the forward gas supply contracts being classified as derivatives for accouating purposes, the fixed—price financial swap contracts previousty
designated as cash flow hedge instruments for the forward gas supply contracts no longer qualify for hedge accounting under SFAS No. 133 eves though
these contracts continue te hedge the financial risk exposure of the forward gas supply contracts. However, due to the regulatory deferral mechanism under
SFAS No. 71, the accounting changes had no impact on the Company’s financial condition, resuits of operations or cash flows.

Foreign currency forward contracts are used to hedge the fluctuation in foreign currency exchange rates for NW Natural’s commodity and demand charges
paid in Canadizan dollars. These forward contzacts qualify for cash flow hedge accounting treatment under SFAS No. 133, The mark~{o~market adjustment
at June 3¢, 2005 is a negligible
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unrealized gain. These unrealized gains and losses are subject to regulatory deferral and, as such, are recorded as a derivative asset or liability which is
offset by recording a corresponding amount o a deferred asset or Habitity account.

At June 30, 2005 and 2004 and Dec. 31, 2004, no unrealized gains or losses from mark—to—market valuations of the Company’s derivative instruments
were recognized in current income, but are reported as derivative assets or Habilities and offset by a corresponding deferred account balance under
regulatory liabilities or regulatory assets, because reguoiatory mechanisms provide for the realized gains or losses at settlement to be included in wility gas
costs subject to regulatory deferral treatment. The estimated fair valoes (unrealized gains and losses) of derivative instruments outstanding were as folows:

June 30, Dec. 31,

Thousands 2605 2004 2004

Natuﬁi}f' gas Gt mmamty-based derivative instromients:

23

RS TR S iR vl

The Company principally operates in a segment of business, “Ultility,” consisting of the distribution and sale of natural gas. Another segment, “Interstate
(as Storage,” represents natural gas storage services provided to interstate customers and asset optimization services under a contract with an unaffiliated
energy marketing company using temporarily unused portions of NW Natural's upstream pipeline transportation capacity and gas storage capacity (see Part
1L, Item 8., Note 2, in the 2004 Form 10-K). The remaining segment, “Other,” primarily consists of non—utility operating activitics and noa-regulated
investments.

The following table presents information about the reportable segments for the three— and six—month periods ended June 30, 2005 and 2004,
Inter—segment transactions are insignificant.

Three Months Ended June 38, Six Months Ended June 38,
Interstate Interstate

Thousands Utility Gas Storage Other Total Utility Gas Storage Other Totat

139,411
30507

61,242
CaEls 3
35,784
ST

Do R s
2942412586 1,724,439 12586 1724439

RNt :'$ 164.663

: GhniER e Yy

31602 85 69,801

SR 6708

_ _ 9 (49)_ 1,376

: D s Ciianey It 98 31896
Total assets at June 30, 2004 1,536,332 2996 16616 1574944 1536332 2996 16, 6§6 1,574,944
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The following table provides the components of nef periodic benefit cost for the qualified and non—qualified peaston plans and other postretirement benefit
plans for the three— and six-month periods ended June 30, 2005 and 2004. See Part If, ltem 8, Note 7, ia the 2004 Form 10-K for a discussion of the
assumptions used in measuring these costs and benefit obligations.

Other Postretirement

Thousands Pension Benefits Benefits
Three Months Ended June 39,
2605 2064 2605 2004

Serviceicost
Interest cost B
Special términation henefis -
Expected retum on pkan asscts

I

st ass

SRS 0R0TE §20090 7 58 50T 1 87T

Other Postretirement

Thousands Pension Besefits Benefits
Six Months Ended June 30,
2003 2004 2005 2004

Servicg cost: b3 B
Interest cost ) 6,526
Specmlteﬂmuaﬁon%)cneﬁis S . : e R B el R R 126 i i
Expected return on plan assels ] ] ] (7,061} {6,619y - e

Amortization af prior servu:e cosi o
Reécogrized actugrialilogs:

Netperiodic henefit cos

Emplover Conujbutions

The Company makes contributions to its qualified non—-consibutory defined benefit pension (DBP) plans based on actuarial assumptions and estimates, tax
regulations and funding requirements under federal faw. In 2004, the Company contributed $3.3 milkion to one of its DBP plans for the 2004 plan year, of
which $1.0 milkon represented the minimam required funding. The Company is not required to make additional cash contributions to its qualified DBP
plans in 2005 based on minimum funding requirements. However, the Company is considering and may elect to make an additional contribution up to $35
million on or before Sept. 15, 2005 for the 2004 plan year. The Company will continue to evaluate its qualified DBP plans’ fuading status based on
expected returns on plan assets and anticipated changes in actuarial assumptions fo determine if an additional contribution will be made prior to Sept. 15,
2003. In addition, the Company will coatinue to make cash contribations during 2005 ia the form of ongoing benefit payments as required for its unfunded
non—quatified supplemental pension plans and other postrefirement benefit plans, See Part 11, ltem 8., Note 7, in the 2004 Form 10-K.

7. ommi 2 niingencies

Environmentat Matters

NW Natural owns or previousiy owned properties carreatly being investigated that may reguire environmental response. NW Natural accrues all material
loss contingencies relating to these properties that it believes to be probable of assertion and reasonably gstimable. The Company continues to study the
extent of its potential environmental liabilities, but due to the preliminary natuge of the environmental investigations being conducted, the range of loss
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contingencies beyond the amounts cusrently accrued, and the probabilities thercof, cannot be reasonably estimated. See Part If, rem 8., Note 12, in the

2004 Form 10-K for a description of these properties and further discussion.

Gasco site. NW Natural owns properly in Mulinomah County, Oregoa that is the site of a former gas manufacturing plant that was closed in 1956 (the
Gasco site). The Gasco site has been under investigation by NW Natural for environmental contarnination under the Oregon Department of Environmental
Quality’s (ODEQ) Voluntary Clean—tp Program. In June 2003, the Company filed a Feasibility Scoping Plan and an Ecological and Human Health Risk
Assessment with the ODEQ, which outlined a range of remedial alternatives for the most contaminated portion of the Gasco site. The Company estimates
its range of remaining potential liability for this site, including the cost of investigation, from among feasible alternatives, at between $1.5 million and $7
million.

Siltronic (formerly Wacker) site. NW Natural previously owned property adjacent 1o the Gasco site that now is the location of a manufacturing plant
owned by Siktronic Corporation, formerty Wacker Siltronic Corperation (the Siltronic site). During the first quarter of 2003, the estimated liability for this
site increased due to additional storm-water pollution work and indoor air quality studies required at the Siltronic site, resulting in an additicnal expense in
the first gquarter of 2005 of less than $0.1 million. The amount of this additional expense was deferred te a regulatory asset account pursuant to an order of
the Oregon Public Utility Commission (OPUC) (see below).

Portland Harbor site. Tn 1998, the ODEQ and the U.S, Environmentai Protection Agency (EPA) completed a study of sediments in a 5.5~mile segment of
the Willamette River {the Portland Harbor) that includes the area adjacens to the Gasco site and the Sittronic site. The Portland Harbor was listed by the
EPA as a Superfund site in 2000 and the Company was notified that it is a poteatially responsibie party. Subsequently, the EPA approved the Prograramatic
Work Pian, Field Sampling Plan and Quality Assurance Project Plan for the Portiand Harbor Remedial Investigation/Feasibility Study (RVFES). NW
Naturai’s share of the estimated cost for the RI/FS, which is expected to be completed in 2007, is $1.6 million. The EPA has indicated that further study
will be required; however, the scope of any additional work, and the related range of Hability, cannot reasonably be determined at this time.

In April 2004 the Company entered into an Administrative Order on Conseat (AOC) providing for early action removal of a deposit of tar in the river
sediments adjacent to the Gasco site. In July 2004, the EPA approved an initial work plan for the early action removal. NW Natural will begin removal of
the tar deposit in the Portland Harbor this summer with 2n expected completion by the end of 2003. The EPA chose the removal eption in which the tar
deposit will be dredged from the river and a protective cap of sand placed over the entire site after completion of the removal. The range of costs for the
removal, including technical work, oversight, consultants and legal fees is between $8.0 and $10.0 million. As a result of the EPA’s decision on the
remeval eption, an addidonal accrual of $5.3 million was recorded in June 2005. The Company's estimate of probable liability for the removal of the taz
deposit is $8.2 million.

Oregon Steel Mills site. In 2004, the Company was served with a third—party complaint by the Port of Portdand (Port) in a Multnomah County Circuit
Court case, Oregon Steel Mills, Inc. v. The Port of Portland. The Port alleges that in the 1940s and 1950s petroleum wastes generated by the Company’s
predecessor, Portland Gas & Coke Company, and nine other third—-party defendants were disposed of in a waste oil disposal facility operated by the United
States or Shaver Transportation Company on property then owned by the Port and now owned by Oregon Steel Mills. The Port’s complaint seeks
contribution for unspecified past cemedial action costs incurred by the Port regarding the former waste oil disposal facility as well as a declaratory
judgment allocating Hability for future remedial action costs, NW Natural does not believe there are facts sufficient to constitute a claim against the
Company.

Regulatory and Insurance Recovery for Environmental Matters. 1n May 2003, the OPUC approved NW Natural’s request for deferral of environmental
costs associated with specific sites, iacluding the Gasco, Siltronic, Porland Harbor and Pertland Gas sites. The autherization, which has been exteaded
through January 2006 and extended to cover the Oregen Steel Mills site, aliows N'W Natural to defer and seek recovery of unreimbursed environmental
costs in a future general rate case. On a cumutative basis through June 30, 2003, the Company has paid a total of $3.9 miltion relating to the named sites
since the effective date of the deferral authorization.

NW Natural will first seek to recover from insurance the costs of investigation and remediation for which it may be responsible with respect to the Gasco,
Siltronic, Portiand Harbor, Portland Gas and Oregon Steel Mills sites. To the extent these costs are not recovered from inswurance, then NW Nataral will
seek recovery through fature rates subject to a prudency review and approval by the OPUC, At June 30, 2005, NW Natural had a $14.8 million receivable
represenging an estimale of the eavironmenial costs accrued to date and expected to be recovered from insurance, consisting of $3.2 million for costs
refating to the Gasco site, $11.4 million for costs retating to the Portland Harbor site and $0.2 million for costs relating to the Oregon Stee! Mills site.

Legal Proceedings

The Company is subject fo claims and litigation arising in the crdinary course of business. Although the firal cutcome of any of these legal proceedings,
inciuding the matters described below, cannot be predicied with certainty, the
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Company does not expect that the ultimate disposition of these matters will have a materially adverse effect on the Company’s financial condition, results
of operations or cash flows.

Independent Backhoe Operator Action. The Company previousiy reported the lawsuits filed against it in Kerry Law, Arnold Zuehike and Kenneth
Cooper, on behalf of themselves and all others similarly situated v. Northwest Natoral Gas Company (U.S. Dist. Ct. D. Or., Case No. CV~-04-728-AS8)
(the Kerry Law case), Kasey Cooper, Kevin Cooper, C.G. Nick Courtney, John V. Shooter, Ike Whittiesey and Roger Whittlesey v. Northwest Natural
{U.S. Dist. Ct. . Or., Case No. CV-05-241--KI) (the Kasey Cooper case) and Phillip Courtney v, Northwest Natural (U.S. Dist. Ct. D. Or., Case No.
CV-{05-507-BR} {the Phillip Courtney case}. In October 2004, plaintiffs’ motion in the Kerry Law case for collective action certification was denied. On
May 20, 2005 a fourth lawsuit was filed against the Company, Ken Holtmann et al v. Northwest Natrai (U.S. Dist. Ct. D. Or., Case No.
05-CV-00724-BR} {the Holtraana case). The Kerry Law case, the Kasey Cooper case and the Holtmann case have been consolidated into a single matter
(consclidated case}. The Philip Courtney case was dismissed and Mr. Courtney was joined in the consolidated case. Kenneth Cooper, Casey Cooper and
Kevin Coeper dismissed themselves from the lawsuit. Ten plaintiffs remain in the consolidated case, which is pending in the United States District Court
for the District of Oregon (U.S. Dist. Ct. D. Or., Case No. CV-04-728-K. The clatms are more fully described in Part 1T, Item 8., Note 12, “Legal
Proceedings,” in the 2604 Form 10-K.

3 a5

In May 2005, NW Natural filed a motion to stay or in the aiternative to dismiss plaintiffs” “contract” claims on the basis that such claims are preempted by
the Employee Retirement Income Security Act of 1974, as amended, and therefore plaintiffs’ should be required to exhaust the administrative review
process with regard to each of the plans under which they allege they would have been eligibie to receive benefits. Plaintiffs subsequently reguested leave
to amend their complaint to plead addittonally and in the alternative a tort claim. Plamntiffs altege that the Company breached an implied covenant of good
faith and fair dealing by allegedly misclassifying plaintiffs as indepenrdent contractors thus depriving them of the “benefits and compensation™ they would
have otherwise received under various employee benefit plans if they had been classified as employees. There is insufficient information at this time 1o
reasonably estimate the range of liahility, if any, from this claim. The matter is pending.

South Mist Pipeline Extension (SMPE). In connection with the construction of the SMPE, NW Natural negotiated with some land owners regarding
valuation of easements and rights—of-way obtained pursuant to condemnation proceedings. In other cases, compensation was determined in individuat
court proceedings. All such proceedings for easements and rights—of—way were completed by July 2003. The aggregate amount of compensation paid was
not materia} to the Company’s financial condition, results of operations or cash flows.

Comprehensive Fcomg

For the six months ended June 30, 2005 and 2004, reported net income was equivalent to total comprehensive income. ftems that are excluded from net
income and charged directly to common stock equity are accumulated in other comprehensive income (loss), net of tax. The amount of accurmlated other
comprehensive loss is $1.8 milion at June 30, 2003, which is incladed in comnon stock equity (see the accompanying Consolidated Statements of
Capitalization, above}.

Long-Term Debt

In Juae 2005, the Company issued and soid, pursuant to its Medium-Term Note (MTN) program, $50 million in principal amount of secured MTNs,
consisting of $40 million of the 4.70% Series B due 2015 and $30 million of the 5.23% Series B due 2035, Proceeds from these debt sales were used, in
part, to redeern $15 miflion of maturing MTNs in July 2005 (see below), and the balance was applied {o the Company’s ongoiag utility construction
program and the repayment of short—-term debt.

In Juiy 2005, the Company redeemed three series of its maturing MTNs aggregating $15 million i principal amount. The series redeemed were the 6.34%
Series B, the 6.38% Secries B and the 6.45% Series B, each due in July 2005. The MTNs were redeemed with proceeds from the sales of $50 miilion in
principal amouat of MTNs in June 2005 (see above).

The Company has called all of its ouistanding Convertible Debentures, 7-1/4% Series due 2012 (the Debentures), for redemption on Aug. 31, 2005, at
100% of their principal amount plus accrued unpaid interest to the date of redemption. At any time prior to the close of business on Aug. 31, 2005, the
Debentures may be converted into shares of the Company's Common Stock at the rate of 50.25 shares for each $1,000 principal amount of Debentures
surrendered, equivalent to a conversion price of $19.90 per share.
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Including the optional redemption of the Debentures discassed above, the maturities for each of the 12-month pericds ended June 30 for the next five years
on the long—term debt outstanding amount to:

12~NMonth Periods Ended June 30,

2086 2007 2008 2069 2010
Long—term debfmaturitiey 00 T R T L e e GO §RN00 - e B 000 B =
Opticnal put maturities, if exercised 10,000 20,000 — 20,600 20,000

Holders of certain long—term debt issucs have put options that, if exercised, would accelerate maturities. These optional put maturities, which are shown in
the above table, have interest rates that range from 6.52 to 7.05 percent.
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EXHIBIT F

A list of all known contingent liabilities, other than minor items such as damages, claims
and similar items involving relatively small amounts.
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Northwest Natural Gas Company (the “Company”) is subject to claims and
litigation arising in the ordinary course of business. Although the final outcome of
any of these legal proceedings, including the matters described below, cannot be
predicted with certainty, the Company does not expect that the ultimate disposition
of these matters will have a material adverse effect on the Company’s financial
condition, results of operations or cash flows.

Backhoe Litigation

On May 28, 2004, a lawsuit was filed against Northwest Natural Gas Company
(“Company”) in Kerry Law, Arnold Zuehlke and Kenneth Cooper, on behalf of
themselves and all others similarly situated v. Northwest Natural Gas Company
(U.S. Dist. Ct. D. Or., Case No. CV-04-728-AS) (the Kerry Law case). In October
2004, plaintiffs’ motion in the Kerry Law case for collective action certification was
denied. On February 18, 2005, a second lawsuit was filed against the Company in
Kasey Cooper, Kevin Cooper, C.G. Nick Courtney, John V. Shooter, Tke Whittlesey
and Roger Whittlesey v. Northwest Natural (U.S. Dist. Ct. D. Or,, Case No. CV-05-
241-K1) (the Kasey Cooper case). On April 12, 2005, a third lawsuit was filed
against the Company in Phillip Courtney v. Northwest Natural (U.S. Dist. Ct. D.
Or., Case No. CV-05-507-BR) (the Phillip Courtney case). On May 20, 2005 a
fourth lawsuit was filed against the Company in Ken Holtmann et al v. Northwest
Natural (U.S. Dist. Ct. D. Or., Case No. 05-CV-00724-BR) (the Holtmann case).
The Kerry Law case, the Kasey Cooper case and the Holtmann case have been
consolidated into a single matter (consolidated case). The Philip Courtney case was
dismissed and Mr. Courtney was joined in the consolidated case. Kenneth Cooper,
Casey Cooper and Kevin Cooper dismissed themselves from the lawsuit. Ten
plaintiffs remain in the consolidated case, which is pending in the United States
District Court for the District of Oregon (U.S. Dist. Ct. D. Or,, Case No. CV-04-
728-K1).

Plaintiffs in the consolidated case are or have been independent backhoe operators
who performed services for the Company under contract who allege violation of the
Fair Labor Standards Act (FLSA) for failure to pay overtime and also assert state
wage and hour claims. Plaintiffs allege that they should have been considered '
“employees” of the Company. The plaintiffs in these cases seek overtime and
interest to be proven, liquidated damages equal to the overtime award, civil penalties
and attorneys fees and costs. Additionally, plaintiffs allege that the failure to classitfy
them as employees constituted a breach of contract under certain unspecified
Company employee benefit plans and seek an unspecified amount of damages for
the value of what they would have received under these programs, agreements and
plans if they had been classified as employees.

In May 2005, the Company filed a motion to stay or in the alternative to dismiss
plaintiffs’ contract claims on the basis that such claims are preempted by the
Employee Retirement Income Security Act of 1974, as amended, and therefore
plaintiffs should be required to exhaust the administrative review process with



regard to each of the plans under which they allege they would have been eligible to
receive benefits. Plaintiffs subsequently requested leave to amend their complaint to
plead additionally and in the alternative a tort claim. Plaintiffs allege in this
subsequent briefing that the Company breached an implied covenant of good faith
and fair dealing by allegedly misclassifying plaintiffs as independent contractors
thus depriving them of the “benefits and compensation” they would have otherwise
received under various unspecified employee benefit plans if they had been
classified as employees. There is insufficient information at this time to reasonably
estimate the range of liability, if any, from this claim. The matter is pending.

Port of Portland

On Dec. 20, 2004, the Company was served with a third-party complaint by the Port
of Portland (Port) in a Multnomah County Circuit Court case, Oregon Steel Mills,
Inc. v. The Port of Portland. The Port alleges that in the 1940°s and 1950’s
petroleum wastes generated by the Company’s predecessor, Portland Gas & Coke
Company, and nine other third-party defendants were disposed of in a waste oil
disposal facility operated by the United States or Shaver Transportation Company
on property then owned by the Port and now owned by Oregon Steel Mills. The
Port’s complaint seeks contribution for unspecified past remedial action costs
incurred by the Port regarding the former waste oil disposal facility as well as a
declaratory judgment allocating liability for future remedial action costs. This
matter is pending.

The Company is subject to other claims and litigation arising in the ordinary course
of business. Although the final outcome of any of these legal proceedings cannot be
predicted with certainty, the Company does not expect that the ultimate disposition
of these matters will have a materially adverse effect on the Company’s financial
condition, results of operations or cash flows.



EXHIBIT G

Comparative Income Statements for the six months ended June 30, 2005, and the

12 months ended Dec. 31, 2004, as filed in the Company’s reports to the SEC on
Forms 10-Q and 10-K, respectively. The credit amounts in the Five-Year Facility do not
have an effect on the Income Statements except to the extent that the Company
records interest expense on loans that may be outstanding from time to time under the
Five-Year Facility (See Exhibit E for Notes to Financial Statements)
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NORTHWEST NATURAL GAS COMPANY
CONSOLIDATED STATEMENTS OF INCOME

Thousands, except per sham amnunts (vear euéed December 31) i __ 2004 _ 2003 2002
Opetating revenies: R T i
Gross operating revenues

Costofsales

$ 707604 $ 611256 § 641376

Opemtzonsandmmumﬂaﬁce ) '_ e _ - 102155 9642(3 S 85120

Taxésother than facome faxes’ e BRIROR R 34076
Depreciation and amortization §7.371 54,249 52,090

Total opérating expenses’ SO AEA T RS04 T 1TL0Re

Income from operations 00260 1022720116258
Other income (expense) | o R 2050 (4890
Tnterast chiarpes e of amcunts capitalized CEERREEE I s E R L D Lt D et )

Incemebeforemcametax 3 R e e L R 77,1{}3 69,323 67;235
Income tax expense 26,531 23,340 23,444

MR camE S e B T R e CB0STE L AS0RE T AT
Redeemable preferged and prcfescnce smck dmdend requlremems - 294 2,280

Earnirigs appficable to cornmor stock ) . R L R SRERSE0s SER | . 174 R SO T vt B el 3 M) 7

Avernge continon share¥ oltdtanding:: 1
Basic
Ditlaited 0

27016 '25 a1 2543l
1083 26,0610 25814

Eammgs p{:r share of common stock _

R S : ST EEI TR e e SAn ..: SI,B’? ..:::_.: 1_77$}63
Diluted 3 186 & 176  § 1.62

See Notes to Consoelidated Financial Statements.
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NORTHWEST NATURAL GAS COMPANY
PART 1. FINANCIAL INFORMATION

Consolidated Statements of Iacome
(Unandited)

Three Months Ended Six Months Ended
June 30, June 3,

Thousands, except per share amonnts 1005 2064 2005 2004

Operating reveniess 50 s
Gioss cperatmg T
Costof salegis

462444 § 364,109
273033 199446

CLS26090 ML Ted,663

Net operating reventics

CESL006 T BT 0TS 9T 820

from operations T TR el R TR R S v R
01thf:f11flct>maﬂlﬂi@‘Jé)l’i‘Se net e e e 408 e X0
Imercst charges nct efamoumsf:apmhzedagg S o G e L LTI .:_18!034_-?_' ey

Aveiage toirfion shares SHSTARINE: 1 T S e
Basic o _ _ S _ 27,555 27,257 27,568 26,615

DPiluted: 0 SRR AR R 36 047

Earnj gs (loss) per sh © ofc mmon stock

SR R R s e e e 79T B B ey i S L R g B
Diluted 3 004 5 (003 8 148 b 1.19

See Notes to Consclidated Financial Staternents
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EXHIBIT H

Consolidated Statements of Shareholders’ Equity and Comprehensive as pf Dec. 31,
2004 showing an analysis of surplus for that period. A similar statement prepared for
the quarter ending June 30, 2005. (See Exhibit E for financial notes)
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Table of Content
NORTHWEST NATURAL GAS COMPANY
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY AND
COMPREHENSIVE INCOME

Accumuiated

Common Other .
Stock Farnings nearned Comprehensive Total

and fnvested in Stock income Sharehelders’ Comprehensive
Thousands Premium the Business ~ Compensation (Loss} Equity income

Halihce ar Dec 31,2001 R e R e ol £ B LRI S T UET T
Net lncome e 4859 ] -
Mxmmumpeﬁsmnhabzhty adjustment CHepofia i i e L e
Change in unrealized loss from price risk

management actlvmcs - pet of tax

& el

R e 2 227 227

{ Al L
Redeemahle preferred .:md
preference stock

- (2,579 :

P BR0Z

T 333

S LB
- (3)

Common stock
Issuance of cemmcm s!.ock
Conversion of deboutures - AR .
Common stock expense -

Balancesat Dec. 31520025 TERROMST CEORAY R L

g (32';;55-5)5-;

e

Pakimoe a8 Dec 310003 Fonn RIS RO R0Le L S0 310 S 48,051

Nethgome e B i s
Minimum pensaon llainhiy adjuszmem—-ne{ of Bx

Pirchases of restricred stock™ LR R

Restricted stock amortl?atmns
Cash'dividends paids SamEian

Common stock - (35,105) {35 105)
TaX Berefits from employes sfockopiidn plans 0l B i e R e e e e e I R T
Issuance of common stock . 47148 . - ' i N = 47,148
Converéipnof debengures. ) T B e e R R L R0
Common stock expense - {1,537) - " (1,537

S

Balinice 8 Bee 312004 7 1 T R R 6 S IB3AT S 86y R (RIS SR BT 8 49770

See Notes o Consolidated Financial Statements,
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NORTHWEST NATURAL GAS COMPANY
PART 1. FINANCIAL INFORMATION

Consolidated Statements of Famnings Invested in the Business and Comprehensive Income

(Unaudited)
Six Months Ended June 30,

Thousands 2005 2004
Earnings invested n the business:
Balanee at beginning of period $ 183,932 $ 170,053
Net income 41,027 $ 41027 31.89% $ 31,8%
Cash dividends paid:

Common stock (17.909) {17,306)
Cormmen stock expense - (1,453)
Balance at end of period $ 207,050 $ 183,190
Accumulated other comprehensive income (loss):
Balance al beginning of pertod $ (1818 $ (1.016)
Comprehensive income § 41,027 5 31.8%6
Balance at end of peried £ (1.81%) 3 (1.016)

Earmnings Invested 6 05.dsPg 4 Stmit Retfained Earnings

9/16/200512:03 PM



EXHIBIT |

A copy of registration statement and financial exhibits filed with the Securities and
Exchange Commission.

No Regisiration Statement for the Five-Year Notes is required to be filed with the
Securities and Exchange Commission.
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EXHIBIT J

See Exhibit D for copies of the Schedules | to the Credit Agreements.
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EXHIBIT K

See Exhibit D for copies of the form of Credit Agreement for the Five-Year Facility
along with documents ancillary thereto.
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EXHIBIT AA

Map of the Company’s Service Territories.
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EXHIBIT BB

JPMorgan table of recent comparable "A” rated transactions.
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FINANCING DISCUSSION

Recent comparable rated transactions

Sr.unsec.  in market Deal size Facility  Facility amount Undrawn  First drawn Fully drawn Fees to

Borrower ratings date Industry L Ammy L wee L dmmy Tenor L tees) (bps) (bps) market (bps)
Altel Corp. AZFA Jun-2005 Telecom $700.0 RC $700.0 364-day 7.0 30.0 35.0 0.0
Baker Hughes A2l A- Jun-2005 Oil & Gas $500.0 RC $500.9 5-yr 6.0 25.0 25.0 3.0
Alabama Power A2/A May-2005 Utilities S225.¢ RC $225.0 5-yr 2.0 25.0 35.0 10.0
Franklin Resources A2IA May-2005 Financial Services $420.6 RC 54200 5-yr 7.5 30.¢ 35.0 3.0
Georgia Power A27A May-2005 Uttlities $350.0 RC $350.0 5-yr G.0 25.0 35.0 0.0
Hormet Foods Corp. AZ/A May-2005 Consumer 5200.0 RC 5200.0 S-yr 6.5 25.0 30.0 2.5
XL Capitat AZlA May-2005 Insurance 52,350.0 RC $2,350.0 Seyr 7.0 30.0 40.0 5.0
Countrywide Horme Loans AJ/A Apr-2005 Financial Services $2,340.0 RC $2,230.0 364-day 7.0 35.0 50.0 0.0
Rockwell Coiling A2/A Apr-2005 Defense/Aerospace $850.0 RC 5854.0 Seyr 7.0 5.4 N0 6.0
BeliSouth AZ/A Mar-2005 Telecom €3,000.0 RC $3,000.0 3-yr 6.0 25.0 30.0 0.0
CIT Group AZ/A Mar-2005 Financial Services $2,850.0 RC $750.0 S-yr 8.0 30.0 30.0 7.5
RC 52,100.0 S-yr 8.0 30.0 40.0 7.5

Genworth Financial A2/ A Mar-2005 financial Services $1,000.0 RC $1,000.0 5yt 7.0 30.0 40,0 3.0
Emerson Electric AZFA Feb-2005 Consumer $1,000.0 RC $1,000.0 5-yr 7.5 35.0 35.0 5.0
McCormick & Co. AZSA Jan-2005 Consumer $400.0 RC S5400.0 5-yr 8.0 25.0 30.0 NA
McDonald’s Corp. AZ/A Jan-2005 Consumer 51,250.0 RC $1,250.0 S-yr 8.0 3C.0 35.0 0.0

"
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