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Q. PLEASE STATE YOUR NAME, PRESENT POSITION WITH THE OREGON 1 

PUBLIC UTILITY COMMISSION, AND BUSINESS ADDRESS. 2 

A. My name is Judy Johnson.  I am employed as a Senior Economist in Energy - 3 

Rates, Finance and Audit Division of the Utility Program.  My business address 4 

is 3930 Fairview Industrial Dr. SE, Salem, Oregon 97308. 5 

  My name is Brian Bahr.  I am employed as a Senior Economist in Energy - 6 

Rates, Finance and Audit Division of the Utility Program.  My business address 7 

is 3930 Fairview Industrial Dr. SE, Salem, Oregon 97308. 8 

Q. PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND AND WORK 9 

EXPERIENCE. 10 

A. Our Witness Qualification Statements are found in Exhibit Staff/101 and Exhibit 11 

Staff/203. 12 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING? 13 

A. Staff presents recommendations and alternative recommendations on the 14 

issues in this proceeding. 15 

Q. HOW IS YOUR TESTIMONY ORGANIZED? 16 

A. The testimony is organized as follows: 17 

1. Allocation of Insurance Proceeds 18 

2. Historic Period, 2003 - 2012, Earnings Test 19 

3. Future Treatment of Costs 20 

4. Future Deferrals vs an Amount in Base Rates 21 

 22 
 23 
 24 
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1. Allocation of Insurance Proceeds 

Q.  PLEASE DESCRIBE THE COMPANY’S PROPOSAL TO ALLOCATE THE 1 

INSURANCE PROCEEDS. 2 

  A. Northwest Natural Gas Company (NWN or Company) states that it will receive 3 

$150.5 million in insurance proceeds.1  The Company proposes that the 4 

amount be used to pay the entirety of the deferred environmental remediation 5 

costs occurring in the past (2003-2012), which are approximately $94 million2, 6 

leaving a balance of approximately $61.5 million to be used towards offsetting 7 

expected future environmental remediation costs. 8 

Q.  DOES STAFF SUPPORT THIS APPROACH? 9 

  A. No.  Staff does not support this approach because it does not treat current and 10 

future customers equitably given that environmental remediation costs have 11 

already occurred and are likely to continue to occur for many more years.  An 12 

intergenerational equity issue already exists, as costs incurred in the past will 13 

have to be borne to some degree by current and future customers.  However, 14 

future customers should not bear more inequality than necessary to pay for the 15 

costs of benefits received in the past; they are entitled to a fair share of the 16 

insurance proceeds for future environmental remediation costs.  The 17 

Company’s proposal to use insurance proceeds to pay the historic costs would 18 

only exacerbate the intergenerational equity issue and leave shattered the 19 

principle of matching costs and benefits. 20 

                                            
1
 See NWN/800, Miller/7, lines 4-12. 

2
 Although the Company posits in its testimony, NWN/800, Miller/12, that $113 million in costs have 

been incurred through 2013, this number has not been reviewed yet, so Staff is using $94 million 
through 2012 to represent past costs for the purposes of testimony. 
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  The Company cites Order No. 12-437 in support of its contention that the 1 

Commission expressly found that the deferred costs should be borne by 2 

customers.3  However, the Company’s assertion is an overstatement.  In the 3 

Order, the Commission approved the Site Remediation Recovery Mechanism 4 

(SRRM) with conditions and created this docket.  These actions suggest that 5 

the Commission expects customers to bear a portion of the costs, but it does 6 

not suggest that customers should bear the entirety of the costs.   7 

Q. HAS STAFF REVIEWED FOR PRUDENCE THE COSTS INCURRED 8 

BETWEEN 2003 AND 2012? 9 

A. Yes, Staff reviewed the prudency of the environmental remediation costs 10 

incurred by the Company between 2003 and 2012.  Staff’s recommendation 11 

has not changed from that described in Part III of Staff’s opening testimony.4  12 

In summary, $33.4 thousand of past costs should be excluded due to the 13 

Company’s inability to sufficiently explain and support the accounting of those 14 

costs. 15 

Q. WHAT IS STAFF’S PROPOSAL REGARDING THE $19 MILLION 16 

INCURRED IN 2013 NOT YET REVIEWED FOR PRUDENCE? 17 

A. Staff recommends that the $19 million be amortized over a four-year period 18 

beginning January 1, 2015.  This method results in approximately $5 million 19 

per year of costs, which parallels Staff’s recommendation of the amount to 20 

include in base rates.  See discussion below for details of Staff’s 21 

recommendation for inclusion of an expense amount in base rates.   22 

                                            
3
 See NWN/800, Miller/10, at lines 19-20. 

4
 See Staff/100, Johnson-Bahr/14, beginning on line 5. 



Docket UM 1635 Staff/200 
 Johnson-Bahr/4 

UM 1635 STAFF 200 

Q. WHAT DOES STAFF RECOMMEND REGARDING THE ALLOCATION OF 1 

COSTS BETWEEN OREGON AND WASHINGTON? 2 

A. Staff’s recommendation has not changed from that described in Part V of 3 

Staff’s opening testimony.5  In summary, Staff believes using the historic 4 

allocation factor, rather than the current one, is more consistent with the 5 

benefits and burdens of the site.   6 

Q. WHAT IS STAFF’S RECOMMENDATION REGARDING THE RATE SPREAD 7 

AND DESIGN? 8 

A. Staff’s recommendation has not changed from that described in the testimony 9 

supporting the stipulation filed with the Commission on August 7, 2013.6  In 10 

summary, Staff recommends the rate allocation be based on an equal 11 

percentage margin basis.   12 

Q. HOW DOES STAFF PROPOSE TO ALLOCATE INSURANCE PROCEEDS 13 

BETWEEN THE PAST AND FUTURE COSTS? 14 

A. Staff proposes to allocate the insurance proceeds roughly proportionally to the 15 

time periods in which costs occur.  The Company has stated that its 16 

environmental remediation costs are expected to continue well into the future, 17 

perhaps as long as 20 years.7  Staff calculated a simple ratio using the number 18 

of past years in which costs were incurred and the number of years in the 19 

future costs are expected to occur.  Calculated this way, the ratio is 10:20, or 20 

one-third of the total proceeds to be allocated to the past.  Applying the one-21 

                                            
5
 See Staff/100, Johnson-Bahr/17, beginning on line 16. 

6
 See Joint Testimony/100, Joint Parties/3, beginning on line 18. 

7
 See NWN/800, Miller/3, lines 10-11. 
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third percentage to the insurance proceeds of $150.5 million results in an 1 

amount of $50.167 million that should be applied to offset costs occurring 2 

between 2003 and 2012. 3 

  Alternatively, Staff compared the dollar amount of the costs occurring 4 

between 2003 and 2012 to Company-estimated high-end total expected future 5 

costs for environmental remediation of $369 million (including $19 million of 6 

costs in 2013).8  This equates to 20 percent of the total past and future costs 7 

occurring between 2003 and 2012.  Multiplying 20 percent by the $150.5 8 

million of insurance proceeds yields a value of $30.1 million to be applied to 9 

past costs.   10 

Staff recommends a maximum of $50.167 million and a minimum of $30.1 11 

million be allocated for use in offsetting the environmental remediation costs 12 

incurred from 2003 to 2012.  For purposes of this testimony, Staff will use 13 

$50.167 million as the amount to allocate to the historical period from 2003 to 14 

2012. 15 

The remaining insurance proceeds should be held by the Company in an 16 

account that accumulates interest at the Company’s authorized rate of return 17 

and be used to pay a portion of each future year’s environmental remediation 18 

costs.  This interest rate parallels the rate at which deferral costs accrue 19 

interest.   20 

                                            
8
 See NWN/800, Miller/12, lines 18-20. 
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Q. PLEASE DESCRIBE HOW STAFF PROPOSES TO ALLOCATE THE 1 

$50.167 MILLION OF INSURANCE PROCEEDS BETWEEN EACH YEAR OF 2 

THE HISTORIC PERIOD? 3 

A. The historic period is the years between 2003 and 2012.  Insurance proceeds 4 

apportioned to past costs should be allocated roughly proportionally to the 5 

amount of environmental remediation costs that were incurred in each year.  6 

An earnings test for each year would then determine the customers’ share of 7 

that year’s costs and the Company’s share of that year’s costs (See discussion 8 

below on Historic Earnings Test).  This method results in a fair allocation 9 

between the Company and customers, as it incorporates an earnings test and 10 

an application of insurance proceeds for each year of the historic period.   11 

    In this situation, a year-by-year earnings test is more appropriate than a 12 

cumulative earnings test.  While the Commission recently did employ a 13 

cumulative average earnings period in UE 233, that situation involved a tax 14 

refund for activities that were spread over a long period of time and that were 15 

hard to isolate to particular years.  For these deferrals, we have information for 16 

exactly how much was spent in each of the historic years and we also know 17 

the earnings for each year.  If the purpose of an earnings test is to determine 18 

whether or not a utility can absorb some or all of the extraordinary costs 19 

captured in a deferral application, the best policy is to match the costs and 20 

earnings in the year they occurred. 21 

Q. DID STAFF REVIEW AN ALTERNATIVE METHOD TO ALLOCATING THE 22 

INSURANCE PROCEEDS TO HISTORIC COSTS? 23 
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A. Yes, Staff also reviewed allocating the $50.167 million of insurance proceeds 1 

apportioned to the historic costs equally between each year in the period. The 2 

outcome did not appear to allocate fairly the insurance proceeds between the 3 

Company and its customers as the allocation had nothing to do with when the 4 

costs were incurred.  Staff discarded this methodology in favor of the one 5 

recommended above. 6 

Q. WHY HAS STAFF RECOMMENDED ITS PROPOSED METHODOLOGY? 7 

A. This proposal presents a balanced approach between the Company and its 8 

customers of paying for the historic environmental remediation costs.  The 9 

Company cites Order No 12-408 to support that that the entirety of past costs 10 

should be paid using insurance proceeds.9  However, Staff disagrees with the 11 

Company on the interpretation of the Order, which only states that insurance 12 

proceeds will appropriately offset expenses, not that they will offset all past 13 

expenses entirely. 14 

Q. HAS THE COMPANY FULLY COLLECTED ALL IT CAN FROM ITS 15 

INSURERS? 16 

A. In its response to Staff’s Data Request No. 17 about this matter, the Company 17 

stated that it has entered into settlement agreements with all but one of its 18 

insurers.  The single remaining insurer was insolvent and a small company.  19 

The Company is currently working with the insurer’s liquidator to see if the 20 

Company can acquire any additional insurance proceeds.10 21 

                                            
9
 See NWN/800, Miller/23, at line 20. 

10
 See Exhibit Staff/200, Johnson-Bahr/1. 
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Q. PLEASE ADDRESS THE COMPANY’S CONTENTION THAT IT IS STAFF’S 1 

FAULT THAT THE ALLOCATION OF INSURANCE IS IN DISPUTE. 2 

A. The Company states in its testimony that absent Staff voicing its concern about 3 

the growing balance of the deferral, the Company would have continued 4 

deferring costs and offset the entirety of past costs with insurance proceeds 5 

when settled.11  Therefore, it is the Company’s contention that the amount of 6 

insurance proceeds to allocate to the past costs should not be in dispute - the 7 

entirety of past costs should be paid by insurance proceeds. 8 

  The Company is correct that Staff became concerned about the size of the 9 

balance in the deferral account.  When Staff and the Company initially 10 

discussed the deferral of environmental remediation costs, there was no 11 

indication at that time that the deferral would carry on for as long as it has.  12 

Staff was concerned not only with the size of the balance, but also that the 13 

environmental remediation costs were accruing a significant amount of interest 14 

at the Company’s authorized rate of return.  Staff believed that amortization 15 

should begin soon so that the interest would be moderated. 16 

  Although the Company suggests that it would have been allowed to allocate 17 

the entire insurance proceeds against the deferral balance, Staff disagrees.  18 

Given that the deferral has continued as long as it has and the forecast 19 

indicates costs continuing another twenty years, Staff would have opened a 20 

proceeding to investigate how insurance proceeds should be allocated.  In 21 

addition, none of the deferrals would have been declared prudent until the 22 

                                            
11

 See NWN/800, Miller/4, lines 4-9. 
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amortization phase began.  In spite of the Company’s belief that Staff’s 1 

concern about the size of the balance and accruing interest has resulted in the 2 

Company being subject to an earnings review, a similar docket would have 3 

occurred regardless due to the circumstances of the deferral.  4 

 

2. HISTORIC PERIOD, 2003-2012, EARNINGS TEST 

Q. WHAT IS THE COMPANY’S POSITION ON A HISTORIC EARNINGS TEST? 5 

A. The Company states in its testimony that it would support an earnings test as 6 

long as the Company is allowed to recover 100 percent of its prudently-7 

incurred environmental remediation costs up to 100 basis points above its 8 

authorized return on equity (ROE).12  The Company also states its 9 

recommendation that a backward-looking earnings test should be applied on 10 

the Company’s cumulative or average ROE, rather than on each individual 11 

year’s ROE.13  12 

Q. DOES STAFF SUPPORT THIS APPROACH? 13 

A. No.  Staff supports an annual earnings test following the appropriate allocation 14 

of the insurance proceeds.  Staff also supports an earnings test that would 15 

allow the Company to collect 100 percent of its prudently incurred costs up to 16 

50 basis points below its authorized ROE.  Above that point, the Company 17 

would pay 100 percent of its environmental remediation costs. 18 

Q. WHY DOES STAFF RECOMMEND THIS PROPOSED METHODOLOGY? 19 

                                            
12

 See NWN/800, Miller/6, lines 1-5. 
13

 See NWN/800, Miller/6, lines 22-24. 
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A. In principle, Staff would recommend a threshold of 100 basis points below 1 

authorized ROE on this deferral given that the deferral appears to Staff to be 2 

more of an “emergency” category that warrants a benchmark of 100 basis 3 

points below authorized ROE.  However, Staff recommends 50 basis points 4 

below authorized ROE be set as the earnings test threshold in this case 5 

because the results of the application of a threshold 100 basis points below 6 

authorized ROE yields results that Staff is uncomfortable in recommending.   7 

As illustrated by Tables 1 through 3 later in this testimony, a threshold 100 8 

basis points below authorized ROE results in the Company bearing between 9 

approximately 90 and 95 percent of the historic deferred cost amounts after 10 

application of a pro-rated portion of insurance proceeds, depending on the 11 

inclusion of WACOG and AMA Optimization revenues.  Therefore Staff is 12 

moderating its recommendation to a threshold of 50 basis points below ROE.  13 

This benchmark results in the company bearing between approximately 71 and 14 

87 percent using Staff’s primary recommendation, as shown in Tables 1 15 

through 3.   16 

  The Company cites Order No. 08-504 in support of its argument for a 17 

threshold 100 basis points above its authorized ROE, similar to its Spring 18 

earnings review.14  However, the Company does not elucidate how the current 19 

issue is similar to the Spring earnings review and why it should be treated 20 

similarly.  In fact, the circumstances of the current docket, and the 21 

accompanying proposal for an earnings test, are very dissimilar to a Spring 22 

                                            
14

 See NWN/800, Miller/11, beginning on line 20. 
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earnings review, other than in name only.  The Commission allows the gas 1 

utilities 100 basis points above authorized ROE based on the sharing that gas 2 

utilities choose for the Weighted Average Cost Of Gas (WACOG) revenues in 3 

their annual Purchased Gas Adjustment (PGA).  These two mechanisms bear 4 

no resemblance to each other.  5 

  The Company also cites Order No. 99-272 in support of its proposal that it 6 

should be allowed to earn up to a threshold higher than authorized ROE due to 7 

good management incentives.15  However, similar to the previous citation, 8 

there is no link drawn between this docket and a PGA.  Again, the 9 

circumstances of each are different, and should an earnings test be 10 

implemented by the Commission, there is no reason why it should necessarily 11 

be akin to those in the Company’s PGA.   12 

Staff recommends an annual earnings test on each year’s earnings rather 13 

than an earnings test applied on the Company’s cumulative or average 14 

earnings from 2003 to 2012 because this method is more consistent with 15 

Commission principles.  The purpose of deferred accounting is to allow 16 

recovery of extraordinary costs that could not fairly be absorbed by the utility 17 

company.  In this case, environmental remediation costs were incurred in 18 

different years at different amounts, and the Company had different earnings 19 

levels in each year.  The only way to fairly determine whether the Company 20 

could have absorbed some or all of the costs is to review the earnings during 21 

the year the costs were incurred. 22 

                                            
15

 See NWN/800, Miller/18, beginning at line 15. 
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Q. WHAT IS THE MAXIMUM THRESHOLD STAFF COULD SUPPORT FOR 1 

HISTORIC EARNINGS TESTS? 2 

A. While staff recommends the threshold be set at 50 basis points below the 3 

Company’s authorized ROE given the circumstances of this case, Staff could 4 

support a threshold as high as authorized ROE.  This would allow the 5 

Company to earn at its authorized ROE on a retrospective basis.  In addition, 6 

regarding expected future costs, Staff is recommending the threshold for an 7 

earnings test be set at the Company’s authorized ROE, so some symmetry 8 

between past and future methods would be achieved.   9 

Q. HAS STAFF REVIEWED ALTERNATIVE EARNINGS TEST THRESHOLDS? 10 

A. Yes.  Staff looked at alternatives that set the threshold at 0, 50, and 100 basis 11 

points below and above authorized ROE.  Table 1 illustrates the cumulative 12 

results of an earnings test applied to each year of the Company’s earnings 13 

between 2003 and 2012.  For example, if an earnings test were set at 100 14 

basis points above the Company’s authorized ROE, the Company’s earnings 15 

would be above the threshold in five of the 10 years, and the Company would 16 

be responsible for approximately $21.489 million of the $94.3 million in costs 17 

(insurance proceeds would pay $50.167 million and customers would be 18 

responsible for the other $22.664 million).   19 

 20 
 21 
 22 
 23 
 24 
 25 
 26 



Docket UM 1635 Staff/200 
 Johnson-Bahr/13 

UM 1635 STAFF 200 

Table 1.  Summary Results of Staff’s Primary Recommendation for Treatment of 1 
Past Costs16 2 

BPs 
from 
AROE Years over Threshold   Final Cost 

Sharing 
% 

Avg of 
Annual 
ROEs 

100 2009 
Company $115 0.26% 10.12% 

Customers $44,037 99.74%   

50 2009, 2010, 2011 
Company $11,271 25.53% 9.89% 

Customers $32,881 74.47%   

0 2006, 2009, 2010, 2011 
Company $19,116 43.30% 9.72% 

Customers $25,036 56.70%   

-50 
2005, 2006, 2007, 2008, 2009, 2010, 

2011, 2012 
Company $31,335 70.97% 9.48% 

Customers $12,817 29.03%   

-100 
2004, 2005, 2006, 2007, 2008, 2009, 

2010, 2011, 2012 
Company $41,002 92.87% 9.28% 

Customers $3,150 7.13%   

Q. DOES STAFF SUPPORT INCLUDING WACOG AND AMA OPTIMIZATION 3 

REVENUES FOR THE SAKE OF THE EARNINGS TEST? 4 

A. Yes, Staff supports the inclusion of 100 percent of WACOG Revenues and 90 5 

percent of Optimization Revenues in order to calculate an earnings test.  Given 6 

that there is no upfront sharing in the backward looking earnings test, Staff is 7 

recommending 90 percent of Optimization Revenues to assure the Company is 8 

retaining at least a portion of such revenues. 9 

Q. WHY DOES STAFF SUPPORT USING WACOG AND OPTIMIZATION 10 

REVENUES? 11 

A. Although the Company’s business activities include both regulated and 12 

unregulated operations, the Company’s earnings in these two situations are 13 

directly attributable to its regulated operations.  The Company should reveal its 14 

                                            
16

 The table was created in part using information provided by the Company in its response to the 
September 17, 2013 bench request.  Additional details, including assumptions and calculations, can 
be found in Exhibit Staff/201, Johnson-Bahr/1. 



Docket UM 1635 Staff/200 
 Johnson-Bahr/14 

UM 1635 STAFF 200 

entire revenue picture in order to allow the calculation of a meaningful earnings 1 

test.  If WACOG and Optimization Revenues are not included in the earnings 2 

test, an extremely skewed earnings test would likely be the result.  The 3 

Commission should have access to all the Company’s revenue in order to 4 

make a decision regarding application of the earnings test.  Should customers 5 

be forced to pay for environmental remediation if the Company is earning large 6 

returns on its Optimization Program?  Staff believes the answer is no.   7 

Q. HAS STAFF REVIEWED THE EFFECTS OF INCLUDING IN ITS ANALYSIS 8 

THE COMPANY’S SHARE OF NET WACOG REVENUE? 9 

A. Yes.  In addition to the analysis Staff performed resulting in Table 1, Staff also 10 

performed analyses that include in the Company’s revenue its share of net 11 

WACOG revenue.  Table 2 presents the results of that analysis.   12 

Table 2.  Summary Results of Staff’s Primary Recommendation for Treatment of 13 
Past Costs (including WACOG) 17 14 

BPs 
from 
AROE Years over Threshold   Final Cost 

Sharing 
% 

Avg of 
Annual 
ROEs 

100 2006, 2007, 2009, 2010, 2011 
Company $12,114 27.44% 10.40% 

Customers $32,039 72.56%   

50 2006, 2007, 2009, 2010, 2011 
Company $22,215 50.31% 10.18% 

Customers $21,938 49.69%   

0 
2005, 2006, 2007, 2009, 2010, 2011, 

2012 
Company $28,124 63.70% 10.06% 

Customers $16,028 36.30%   

-50 
2005, 2006, 2007, 2009, 2010, 2011, 

2012 
Company $35,841 81.18% 9.90% 

Customers $8,311 18.82%   

-100 
2004, 2005, 2006, 2007, 2009, 2010, 

2011, 2012 
Company $39,846 90.25% 9.82% 

Customers $4,306 9.75%   

                                            
17

 The table was created in part using information provided by the Company in its response to the 
September 17, 2013 bench request.  Additional details, including assumptions and calculations, can 
be found in Exhibit Staff/201, Johnson-Bahr/1. 
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Q. HAS STAFF REVIEWED THE EFFECTS OF INCLUDING IN ITS ANALYSIS 1 

THE COMPANY’S SHARE OF AMA OPTIMIZATION? 2 

A. Yes.  In addition to the analyses Staff performed resulting in Table 1 and Table 3 

2, Staff also performed analyses that include in the Company’s revenue 90 4 

percent of the Company’s share of AMA Optimization.  Table 3 presents the 5 

results of that analysis.   6 

Table 3.  Summary Results of Staff’s Primary Recommendation for Treatment of 7 
Past Costs (including WACOG and 90 percent of Optimization) 18 8 

BPs 
from 
AROE Years over Threshold   Final Cost Sharing % 

Avg of 
Annual 
ROEs 

100 2006, 2007, 2009, 2010, 2011 
Company $21,489 48.67% 10.51% 

Customers $22,664 51.33%   

50 2006, 2007, 2009, 2010, 2011, 2012 
Company $26,218 59.38% 10.41% 

Customers $17,935 40.62%   

0 2005, 2006, 2007, 2009, 2010, 2011, 2012 
Company $32,306 73.17% 10.29% 

Customers $11,846 26.83%   

-50 2005, 2006, 2007, 2009, 2010, 2011, 2012 
Company $38,662 87.56% 10.16% 

Customers $5,491 12.44%   

-100 
2004, 2005, 2006, 2007, 2008, 2009, 2010, 

2011, 2012 

Company $42,128 95.41% 10.09% 

Customers $2,024 4.59%   

Q. HAS STAFF CONSIDERED AN ALTERNATIVE METHOD OF ALLOCATING 9 

INSURANCE PROCEEDS TO PAST EXPENSES? 10 

A. Yes.  Staff considered an approach that allocated the insurance proceeds only 11 

following the annual earnings test.  Under this method, the sharing percentage 12 

between customers and Company would be determined annually by an 13 

earnings test.  The insurance proceeds would then be allocated between 14 

customers and Company based on the cumulative sharing percentage 15 

                                            
18

 The table was created in part using information provided by the Company in its response to the 
September 17, 2013 bench request.  Additional details, including assumptions and calculations, can 
be found in Exhibit Staff/201, Johnson-Bahr/1. 
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determined by the earnings test.  In other words, the allocation of the insurance 1 

proceeds would be determined by the results of the earnings test, rather than 2 

factored into the earnings test.   3 

Table 4 indicates potential results given various earnings test thresholds 4 

using this approach.  For example, if an earnings test were set at 100 basis 5 

points above the Company’s authorized ROE, the Company’s earnings would 6 

be above the threshold in five years, and the Company would be responsible 7 

for $14.568 million of the $94.3 million in costs (insurance proceeds would pay 8 

$50.167 million and customers would be responsible for the other $29.584 9 

million).19   10 

Table 4.  Summary Results of Staff’s Alternative Recommendation for Past Costs 11 
BPs 

from 
AROE Years over Threshold   

Cost 
before 

Insurance 
Sharing 

% 
Insurance 
Proceeds 

Final 
Cost 

100 2009 
Company $115 0.12% $61 $54 

Customers $94,204 99.88% $50,106 $44,099 

50 2009, 2010, 2011 
Company $11,271 11.95% $5,995 $5,276 

Customers $83,048 88.05% $44,172 $38,876 

0 2006, 2009, 2010, 2011 
Company $24,180 25.64% $12,861 $11,319 

Customers $70,139 74.36% $37,306 $32,833 

-50 
2005, 2006, 2007, 2008, 2009, 

2010, 2011, 2012 
Company $47,314 50.16% $25,165 $22,148 

Customers $47,006 49.84% $25,002 $22,004 

-100 
2004, 2005, 2006, 2007, 2008, 

2009, 2010, 2011, 2012 
Company $74,527 79.02% $39,640 $34,887 

Customers $19,793 20.98% $10,527 $9,265 

Q. HAS STAFF REVIEWED THE EFFECTS OF INCLUDING IN ITS ANALYSIS 12 

THE COMPANY’S SHARE OF NET WACOG REVENUE? 13 

                                            
19

 The table was created in part using information provided by the Company in its response to the 
September 17, 2013 bench request.  Additional details, including assumptions and calculations, can 
be found in Exhibit Staff/201, Johnson-Bahr/2. 
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A. Yes.  In addition to the analysis Staff performed resulting in Table 4, Staff also 1 

performed analyses that include in the Company’s revenue its share of net 2 

WACOG revenue.  Table 5 presents the results of that analysis.   3 

Table 5.  Summary Results of Staff’s Alternative Recommendation for Treatment of 4 
Past Costs (including WACOG) 20 5 

BPs 
from 
AROE Years over Threshold   

Cost 
before 

Insurance 
Sharing 

% 
Insurance 
Proceeds 

Final 
Cost 

100 2006, 2007, 2009, 2010, 2011 
Company $18,670 19.79% $9,930 $8,740 

Customers $75,650 80.21% $40,237 $35,413 

50 2006, 2007, 2009, 2010, 2011 
Company $33,935 35.98% $18,050 $15,886 

Customers $60,384 64.02% $32,117 $28,267 

0 
2005, 2006, 2007, 2009, 2010, 

2011, 2012 
Company $46,108 48.88% $24,524 $21,584 

Customers $48,212 51.12% $25,643 $22,569 

-50 
2005, 2006, 2007, 2009, 2010, 

2011, 2012 
Company $61,974 65.71% $32,963 $29,011 

Customers $32,345 34.29% $17,204 $15,141 

-100 
2004, 2005, 2006, 2007, 2009, 

2010, 2011, 2012 
Company $75,476 80.02% $40,144 $35,331 

Customers $18,844 19.98% $10,023 $8,821 

Q. HAS STAFF REVIEWED THE EFFECTS OF INCLUDING IN ITS ANALYSIS 6 

THE COMPANY’S SHARE OF AMA OPTIMIZATION? 7 

A. Yes.  In addition to the analyses Staff performed resulting in Table 4 and Table 8 

5, Staff also performed analyses that include in the Company’s revenue 90 9 

percent of the Company’s share of AMA Optimization.  Table 6 presents the 10 

results of that analysis.   11 

 12 
 13 
 14 
 15 
 16 
 17 
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Table 6.  Summary Results of Staff’s Primary Recommendation for Treatment of 1 
Past Costs (including WACOG and 90 percent of Optimization) 21 2 

BPs 
from 
AROE Years over Threshold   

Cost 
before 

Insurance 
Sharing 

% 
Insurance 
Proceeds 

Final 
Cost 

100 2006, 2007, 2009, 2010, 2011 
Company $31,121 33.00% $16,553 $14,568 

Customers $63,199 67.00% $33,614 $29,584 

50 
2006, 2007, 2009, 2010, 2011, 

2012 
Company $43,858 46.50% $23,327 $20,531 

Customers $50,462 53.50% $26,840 $23,622 

0 
2005, 2006, 2007, 2009, 2010, 

2011, 2012 
Company $57,676 61.15% $30,677 $26,999 

Customers $36,644 38.85% $19,490 $17,154 

-50 
2005, 2006, 2007, 2009, 2010, 

2011, 2012 
Company $69,316 73.49% $36,868 $32,448 

Customers $25,004 26.51% $13,299 $11,705 

-100 
2004, 2005, 2006, 2007, 2008, 

2009, 2010, 2011, 2012 
Company $80,986 85.86% $43,075 $37,911 

Customers $13,334 14.14% $7,092 $6,242 

Q. HOW HAS THE COMPANY REPRESENTED TO SHAREHOLDERS ITS 3 

ENVIRONMENTAL REMEDIATION COSTS? 4 

A. The Company responded to Staff’s Data Request 12, in which Staff asked the 5 

Company this question.22  Staff also reviewed the annual reports of the 6 

Company for recent years.23  In summary, it appears that the Company has 7 

included the deferred environmental costs in its financial results, along with a 8 

note stating that recovery of the costs is probable.  However, as a result of this 9 

docket, the Company could be required to share in a portion of the costs.  10 

Recovering less than the full amount of the deferral would likely cause the 11 

Company to have to write off a portion of the regulatory asset it has recorded. 12 
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 The table was created in part using information provided by the Company in its response to the 
September 17, 2013 bench request.  Additional details, including assumptions and calculations, can 
be found in Exhibit Staff/201, Johnson-Bahr/2. 
22

 See Exhibit Staff/202, Johnson-Bahr/2. 
23

 See Exhibit Staff/202, Johnson-Bahr/3-6, which shows selected relevant pages from the 
Company’s 2013 10K report, including the Company’s consolidated balance sheet, the page in the 
financial statement footnotes showing a breakout of the Regulatory Assets account found on the 
balance sheet, and the pages of the footnotes on which the Company discusses its treatment of 
environmental remediation costs. 
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The Company’s treatment of deferred costs differs from the way regulated 1 

utilities in Oregon typically account for deferred costs.  Because of this unique 2 

treatment, the Commission finds itself in a position in which granting anything 3 

less than the Company’s proposal will result in a write off by the Company, 4 

lowering its earnings.  Typically, however, the Commission’s decision to 5 

approve for amortization deferred costs results in a company recognizing a 6 

previously unrecorded regulatory asset, thereby raising earnings.  Staff 7 

includes in its exhibits a simplified example illustrating the difference between 8 

the Company’s treatment of the deferred costs and the typical treatment by 9 

utilities.24 10 

 

3. FUTURE TREATMENT OF COSTS 

Q. WHAT IS THE COMPANY’S POSITION ON THE FUTURE TREATMENT OF 11 

EXPECTED ENVIRONMENTAL REMEDIATION COSTS? 12 

A. The Company states in testimony that on a going-forward basis, the 13 

Commission should conduct annual earnings tests based on the previous 12-14 

month period.25  Staff agrees with the Company on this issue. 15 

  The Company also proposes that the insurance proceeds be allocated first to 16 

offset all past costs and the excess proceeds should offset future expenses as 17 

they are incurred.  Staff disagrees with the Company on this issue.  Please see 18 

Staff testimony above on the allocation of insurance proceeds. 19 

                                            
24

 See Exhibit Staff/202, Johnson-Bahr/7. 
25

 See NWN/800, Miller/29. 
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Q. WHAT IS STAFF’S PROPOSAL REGARDING THE APPLICATION OF 1 

INSURANCE PROCEEDS FOR FUTURE EARNINGS TESTS? 2 

A. Staff proposes to allocate approximately $50.167 million to historic costs, which 3 

leaves approximately $100 million for expected future environmental 4 

remediation costs.  Staff recommends that the approximate $100 million (as 5 

well as accumulated interest) be allocated evenly over the next 20 years.  This 6 

would be approximately $5 million of insurance proceeds, plus interest on the 7 

balance, allocated each year for the next 20 years. 8 

Q. PLEASE DESCRIBE STAFF’S RECOMMENDATION FOR CALCULATING 9 

CUSTOMER RESPONSIBILITY FOR FUTURE ENVIRONMENTAL 10 

REMEDIATION COSTS.  11 

A. In calculating customers’ share, an earnings test should be conducted each 12 

year using revenues, including 100 percent of WACOG and 90 percent of AMA 13 

Optimization revenues.  Staff would also reduce the cost of environmental 14 

remediation each year by the $5 million of insurance proceeds, plus 15 

accumulated interest, allocated to that year.  Of the amount of environmental 16 

remediation costs remaining at that point, ten percent would be allocated to the 17 

Company to ensure the Company has the incentive to control costs.   18 

The reason Staff is recommending a threshold at authorized ROE going 19 

forward and 50 basis points below authorized ROE going backward is because 20 

Staff’s recommended method going forward also includes 90/10 sharing of 21 

costs prior to the earnings test.  The earnings test would be performed 22 
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annually, and rates would be set each year based upon the new calculation for 1 

the next year.   2 

Q. WHAT IS THE PURPOSE OF THE 90/10 COST SHARING BEFORE THE 3 

EARNINGS TEST IS APPLIED?  4 

A. The purpose is to provide the Company an incentive to minimize costs and 5 

maximize revenues even with the prospect of an earnings test that has a 6 

benchmark set at the Company’s authorized rate of return. 7 

Q. UNDER STAFF’S PROPOSAL, IS IT STILL POSSIBLE FOR THE COMPANY 8 

TO EARN GREATER THAN ITS AUTHORIZED ROE?  9 

A. Yes.  The Company can earn above it authorized ROE if the Company has 10 

healthy earnings to the point that it can absorb the environmental remediation 11 

costs less the insurance proceeds and customer tariff rider. 12 

Q. DOES STAFF RECOMMEND A CAP ON TIME OR COSTS BEFORE WHICH 13 

THE COMPANY’S ENVIRONMENTAL REMEDIATION COSTS SHOULD BE 14 

REVIEWED AGAIN?  15 

A. Yes, Staff recommends the decision by the Commission in this docket be 16 

reviewed in five years or when expenditures reach $100 million, whichever 17 

comes first.  This cap will prevent a situation in which costs accelerate like a 18 

stone rolling down a mountain and future customers become beasts of burden 19 

to the exponentially accumulating interest balance.  The cap also will allow 20 

sufficient time to pass in order to review incurred costs, cost forecast updates, 21 

and evaluate whether the deferral and its mechanisms are working effectively 22 

for cost recovery of the environmental remediation costs.     23 
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4. FUTURE DEFERRALS VERSUS A PERMANENT AMOUNT IN RATES 

Q. WHAT IS THE COMPANY’S POSITION ON A PERMANENT AMOUNT OF 1 

ENVIRONMENTAL REMEDIATION COSTS IN RATES? 2 

A. In NW Natural’s testimony, the Company states that if the Commission decides 3 

to place an amount into permanent rates, it should engage in an annual 4 

process to estimate what that level should be to be included in rates.26 5 

Q. DOES STAFF SUPPORT THIS APPROACH? 6 

A. No.  Staff believes that the Commission should put $3 million in permanent 7 

rates on a going forward basis in the form of a tariff rider.  Should the 8 

Commission decide to include more than Staff’s $3 million recommended 9 

amount, Staff’s recommendation is not to include in permanent rates an 10 

amount more than $5 million.  Under this tariff rider, which would grow in time 11 

proportional to sales until the rate is reset, the Company would track revenues 12 

received each year.   13 

Q. WHY DOES STAFF RECOMMEND THIS AMOUNT? 14 

A. Staff reviewed the environmental remediation costs incurred in recent years.  15 

These costs, including interest, were $8.2 million in 2008, $10.0 million in 2009, 16 

$13.7 million in 2010, $15.3 million in 2011, and $19.4 million in 2012.  In an 17 

effort to be conservative and to reduce the possibility of a situation in which the 18 

Company must refund an amount to customers, Staff recommends a very 19 

conservative amount be put into permanent rates.  This amount will help offset 20 

the deferred costs on an annual basis and help prevent the accumulation of an 21 
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excessively large deferral balance.  Taking into account the cost offset of 1 

allocated insurance proceeds and  2 

  For example (Scenario 1), assume $15 million of environmental costs were 3 

incurred in a given year, $5 million were included in base rates, and the 4 

Company earned an ROE of 10.58 percent (assuming an authorized ROE of 5 

10.08 percent).  First, insurance proceeds would offset $5 million of the $15 6 

million cost.  Second, the remaining $10 million would be reduced by the $5 7 

million included in base rates.  This would leave $5 million to be subject to 8 

90/10 sharing and the earnings test.  In this scenario, because the Company is 9 

earning above the earnings test threshold, the Company would bear the 10 

entirety of the remaining $5 million, and the Company’s final ROE would be 9.7 11 

percent.27 12 

Q. PLEASE SUMMARIZE STAFF’S RECOMMENDATIONS. 13 

A. Staff recommends approximately $50.167 of insurance proceeds be applied to 14 

the $94 million of environmental costs incurred by the Company between 2003 15 

and 2012.  The remainder of costs incurred during this time should be shared 16 

between customers and the Company following an earnings test set at 50 17 

basis points below the Company’s authorized ROE.  All WACOG and 90 18 

percent of Optimization earnings should be included in the revenues for the 19 

purposes of the test. 20 

Staff also recommends that $5 million be put into base rates for recovery from 21 

customers going forward.  Environmental costs incurred in the future will be 22 
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 See Exhibit Staff/201, Johnson-Bahr/9 for the assumptions and calculations used in Staff’s 
example, as well as three other potential scenarios under Staff’s recommended approach. 
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offset by the approximately $100 million of insurance proceeds.  The sharing 1 

between customers and Company should be determined by an earnings test 2 

set at the Company’s authorized ROE, and WACOG and AMA Optimization 3 

revenues should be included. 4 

Q. DOES THIS CONCLUDE YOUR DIRECT TESTIMONY? 5 

A. Yes. 6 
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 Bachelor of Science, Accountancy, Brigham Young 
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Division.  

 
 Employed by Modern Seouf Plastics in Alexandria, Egypt as 

a Managerial Intern from January 2010 to June 2010.  
Assisted in variety of duties including supervision of 
production facilities and staff, market analysis, budget 
forecasting, sales, and office administration. 

 
Employed by PricewaterhouseCoopers LLP in New York 
City as a Financial Assurance Associate from October 2007 
to November 2009.  Performed audits of various financial 
institutions, including investment banks, hedge funds, and 
insurance companies. 

 
 Employed by TESRA, SA in Antofagasta, Chile as a Project 

Management Assistant from September 2005 to April 2006.  
Assisted in design process and implementation of rail road 
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