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My name is Bob Jenks, and my qualifications are listed in CUB Exhibit 101.

I. Introduction

NW Natural proposes to provide High Pressure Gas Service (HPGS) through the
addition of its proposed Schedule H, Large Volume Non-Residential High Pressure Gas
Service Rider, to its Schedules 3, 31 and 32 non-residential natural gas service schedules.

From the outset, CUB was generally supportive of the Company’s proposal to
provide HPGS to customers, so long as the Company was able to demonstrate a long-
term net benefit to existing customers and ensure that there would be no cross-
subsidization from existing customer classes. As CUB analyzed the Company’s

proposal, CUB was unable to determine whether the proposed HPGS provided a net
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benefit to customers and saw clear evidence of long-term subsidization from existing
customers.'

Because of the apparent cross-subsidization issues and the Company’s failure to
demonstrate a long-term net benefit to existing customers, CUB was unable to support
NW Natural’s Advice 13-10 as filed. CUB voiced its concerns in its September 30, 2013
written Comments on NW Natural Advice 13-10 and then again orally at the October 28,
2013 public meeting.’

Subsequent to the public meeting, and after discussions with CUB, the Company
filed testimony in which it removed the proposed subsidies related to customer service
and the feasibility study.

Without those subsidies, the service provides a net benefit to the system through
the sharing of fixed costs,” as gas is sold under the service. The Company now proposes
to recover all project development and administrative costs from customers via an
Administrative Services Charge and a Monthly Facilities Charge.* Additionally, the
Company agrees to “track staff time spent on [administrative] services for the first year,
meet with stakeholders to discuss the costs, and propose changes to the tariff in order to
adjust the Administrative Services charge as necessary” and “to conform to Staff’s

recommendation that [the Company] identify and record all first-time costs of developing

See CUB Exhibit 102. In its response to CUB Data Request 18, the Company conceded that “costs during
phase one which include customer service and a feasibility study would be incurred through the labor of
employees whose costs are recovered in general rates.” In its response to CUB Data Request 28, the
Company also stated that “[I]egal costs and business development costs for program design and
implementation are being paid for by customers...to the extent determined in NW Natural’s last rate
case.”

* See UG 266 NWN/201/Summers/18-19.

? UG 266 NWN/100/Thompson/7-8.

4 UG 266 NWN/200/Summers/14-20; UG 266 NWN/202/Summers/1.

> UG 266 NWN/200/Summers/19, lines 21-24.
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the HPGS service proposal, including legal costs of drafting contracts, general pricing
review, and market research” to be included in the Monthly Facility Charge in
Schedule H.

Since current rates do not reflect the costs of this service, including the increased
customer service costs and the cost of site evaluations, current customers are not
subsidizing these costs. By agreeing to track these costs, and to adjust the Administrative
Service charge if it is not recovering these costs, other customers are protected from
subsidizing the service. Without a subsidy, the increased sales will contribute to the fixed
costs of the system and provide a net benefit to other customers.

In light of the proposals and commitments made by the Company in its November
18, 2013 testimony in this docket, CUB is supportive of Commission approval of NW
Natural Advice 13-10.° However, while CUB is supportive of the Company’s proposed
Schedule H, CUB does not agree that the standard to be applied by the Commission in
this case is the “no harm” standard, as advocated for by NW Natural.” Rather, the
appropriate standard for the Commission to apply is the “net benefit” standard, which is
consistent with the extension of gas service, generally, and with prior Commission

precedent for utility-owned alternative fuel infrastructure.

II. The Net Benefit Standard

NW Natural argues that, despite its ability to demonstrate that its proposed

Schedule H meets the “net benefit” standard, in its opinion the “correct standard to apply

% CUB is only able to support the Company’s filing in this case because CUB has determined that it meets
the “net benefit” standard. CUB has made this determination notwithstanding that the Company
advocates for a “no harm” standard.

7 UG 266 NWN/100/Thompson/7, lines 7-15.
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is the ‘no harm’ standard.”® CUB does not agree. In CUB’s opinion the correct standard

is the “net benefit” standard.

A. The Net Benefit Standard

Natural gas service is not an essential service—customers always have the ability
to consume another energy source to satisfy their energy demands.® Accordingly,
natural gas utilities have an obligation to extend service only if the expected revenues
from new customers cover the incremental costs and make a contribution to system costs,
thus providing a net benefit to the utility’s other ratepayers. '°

Much of a utility system is made up of items that have fixed costs. The cost of
the existing distribution system is sunk. It represents an investment that has already been
made. It is not an avoidable cost. In addition, significant amounts of O&M costs and
A&G costs (such as pension management, CEO and Board of Directors compensation),
may not be considered sunk costs, but do not vary with the addition of additional gas
sales or services. But these costs are built into the price of natural gas. Because of this,
new customers and/or new sales will provide a net benefit if they fully cover the
additional costs related to the additional sales. The math is wonderfully simple. By

spreading out a set of costs (that do not increase with additional sales) over a larger

% UG 266 NWN/100/Thompson/7, line 10.

’ NRRI Line Extensions for Natural Gas:Regulatory Considerations. “In most states, electric utilities have
assigned and exclusive service territories, as well as an obligation to serve. Natural gas lacks this essential
nature, as other energy sources are able to provide all the end-use services that natural gas does.” Executive
Summary at p. vi; “One fundamental difference to note with electricity is that gas service is not as essential
because customers can always consume some other energy source (e.g., oil or propane) to satisfy their end-
use demands. We should expect regulators to more willingly mandate service extensions by electric
utilities. Most states, in fact, have a statutory universal service goal or mandate for electric service, but not
for natural gas. Id. at p. 18.

UG 266 CUB’s September 30, 2013 written Comments at 2 related to the NW Natural Advice Filing 13-
10.
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volume of sales, the amount of fixed costs that are recovered per unit of sales is reduced.
Other customers who are purchasing gas benefit because each of them is required to
contribute less to the fixed costs of the system.

In the case where a new service will introduce new sales, a net benefit does not
require additional subsidies. If a new service is offered that will increase sales, a net
benefit is obtained when subsidies are eliminated. CUB’s position is not that high
pressure gas service as a transportation fuel must be priced at a level that subsidizes
service to anyone else. CUB’s position is that all customers will benefit, if that service is
priced at a level that fully recovers its costs and makes a contribution to the shared
system costs that do not vary with the new service.

A no harm standard, on the other hand, would simply require that the service
recover all of its incremental costs, but not that it make any contribution to the fixed costs
of its system. Other customers’ rates would be the same under this circumstance as they
would be without the new service, so there would be no financial harm on other
customers. But this creates an unfair subsidy. The new service is using the distribution
system that is made up of fixed costs. The new service has required time from upper
management and the Board of Directors. While other customers may not be paying
higher rates than without the new service, they are unfairly subsidizing the new service
by paying the fixed costs associated with that service.

The fair outcome, the outcome that does not require any subsidies, is to require
that the new service be priced at a level that pays for its incremental cost and makes a

contribution to the shared fixed costs of the system. This is a net benefit.
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It is important to recognize that the net benefit standard CUB is applying here is
not based on a specific test year, but is based on looking at what the new service will
provide over a number of years. During the first year, other customers’ rates will stay the
same as they were before the service and it is only over time, as the rates are reset and the
load forecast includes new sales, that the contribution to fixed costs from the new sales
will provide a benefit to customers. But if the subsidies are eliminated and there are

additional sales, there will be a net benefit.

B. Commission Precedent Makes Clear that HPGS Must Meet a Net Benefit
Standard
i. Existing Line Extension Policy.

As discussed in CUB’s September 30, 2013 comments, NW Natural’s own line
extension policy, contained in Schedule X, serves as an example of the net benefit
principle. Specifically, Schedule X requires new customers to assume financial
responsibility for costs associated with extending service if those costs are greater than
the benefits the service will provide to other ratepayers. The allowable costs for
extending service are based upon the “construction allowance,” which differs between
residential and non-residential developments.11 For residential developments, the
construction allowance is based on the type and number of gas-fired appliances to be
installed to ensure that the customer’s gas usage will be great enough to provide a benefit
to the system. Customers without gas heating or gas water heating have a low
construction allowance because they will provide little revenues to the system, whereas

customers with gas heating have a higher construction allowance because they will

' NW Natural Schedule X at X-5.
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provide greater revenue to the system. In both cases, the expectation is that the
customers will provide net margin revenues within five years and therefore provide a net
benefit to the system. For non-residential projects, the construction allowance is based
upon the estimated annual margin revenue; the purpose is to estimate the cost of
extending service and to ensure that for non-residential projects, customers begin to
contribute to the shared fixed costs of the distribution system at year six, thereby
benefitting all ratepayers.

Clearly, NW Natural’s own Schedule X requires a net benefit, rather than simply
meeting a “no harm” standard. If a net benefit must be met in order to extend natural gas
service in all other circumstances, there is no legal or policy reason that HPGS should be
an exception. The Commission has consistently imposed a net benefit standard for the
extension of natural gas service,12 and should do so again in this case.

Additionally, in the case of fuel switching, the customer’s overarching interest is
in lowering his or her energy (or in this case, fuel) cost—not in acquiring new energy
services. This serves to underscore the fact that a net benefit is required for HPGS in this
case as no public need is being served by the extension of HPGS to customers who want
the service even though there are clear economic and environmental benefits."> But this is
not unique to transportation fuels. There is no reason to treat this differently than when a
homeowner is requesting service for conversion from heating oil. While there are clear
environmental and economic benefits to that switch, the line extension policies require a

net benefit for that service.

2" For example, see the discussion below related to when NW Natural sought to extend natural gas service
to Coos County. OPUC Order No. 03-236.
" UG 266 NWN/200/Summers/8, line 19 to 9, line 1.
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ii. Electric Vehicle Charging.

The Commission has already applied the net benefit standard to alternative fueling
infrastructure. In docket UM 1461, Investigation of Matters Related to Electric Vehicle
Charging, the Commission explicitly stated that prudence, in the context of EVSE,
requires the utility to demonstrate a net benefit to customers:

We expect a utility that requests rate recovery for EVSE investment to
make a compelling case that the utility’s ownership and operation of the
EVSE is beneficial to ratepayers—not just the public generally. Utilities
suggest that prudence be the primary measure used to determine whether
EVSE investment should be recoverable in rates. We respond that
prudence, in the context of EVSE investment, requires a showing of net
benefits to customers.'* We find, therefore, that Staff's first criterion is
fundamental to the analysis. We note, however, that a showing that utility
EVSE investment has net benefits to customers may be dependent on a
showing of Staff's other criteria, such as the necessity of installing and
operating charging infrastructure at the particular location to facilitate
plug-in EV adoption in the greater area, and the lack of a third party EVSP
or utilityéfﬁliate to provide the same services at the location or a nearby
location.

The Staff criteria referred to by the Commission were:

1. The utility's cost (investment and operating) in charging stations must
meet the same net benefit test as other utility investments.

Staff indicates that utility EVSE costs should be evaluated within the
Commission's traditional regulatory measures of service quality, the
fairness and reasonableness of rates, and the prevention of undue cost
shifting. Staff observes that the net benefit analysis will vary
depending upon whether a utility seeks to recover costs from the EV
class alone, or from all ratepayers. In order to justify general rate
recovery, Staff states that a utility would have to demonstrate net
benefits provided to all ratepayers. Staff explains, "[fJor example, the
utility might show that investments in public charging will help
implement demand response or achieve better utilization of existing
fixed assets.” (sic)

would also need to show that the benefits could only be provided by
the utility and not another party-e.g., a utility affiliate or a third party
EVSP.

'* OPUC Order No. 12-013 at 10 (emphasis in original).
'> OPUC Order No. 12-013 at 10 (emphasis in original).
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2. Charging infrastructure is essential at the location to facilitate plug-in
EV adoption in the area.

Staff suggests that the Commission should consider factors such as:

(a) whether the proposed location is on an important travel corridor

that requires adequate charging; (b) the proposed location would fill a
gap on a corridor that could not be adequately served by private
charging stations; and (c) utility service at the proposed location would
enable private charging stations to competitively serve other locations

on the corridor.

3. There is no likelihood that a third party EVSP or utility affiliate could
provide the same services at the location or a nearby location.

Staff suggests that solicitation of third party bids should always precede
utility investment.

4. The utility has a separate EV rate class.'®

As CUB stated in its September 30, 2013 comments on NW Natural Advice 13-
10, there is no meaningful difference between electric charging stations and HPGS in the
context of rate recovery for proposed infrastructure. The issues, including whether utility
ownership is appropriate, concerns about competitive markets, and concerns about
ratepayer costs and risks, are strikingly similar. There is no compelling legal or policy
basis to require utility-owned HPGS infrastructure to meet a lower standard than EVSE
infrastructure.
iti. Coos County Service.

The Commission affirmed a net benefit standard when NW Natural sought to
extend natural gas service to Coos County. Prior to constructing a distribution system in
Coos County, the Company conducted a market study to gauge demand and ultimately

concluded that there was a “shortfall in the revenues necessary to provide an adequate

' OPUC Order No. 12-013 at 8 (citations omitted).
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rate of return on the construction of a distribution system in Coos County. NW Natural
initially decided not to construct the system unless the shortfall could be recovered from
its customers, in part from its current residential and commercial customers. NW
Natural’s proposal met opposition from CUB and Staff because of the burden it placed on
statewide residential and commercial customers. The parties ultimately settled, with
agreement that NW Natural would recover the revenue shortfall through Schedule 160,
which placed the burden of recovery on Coos County customers, rather than customers
state-wide. In addition to paying for the cost of the infrastructure required, customers are
contributing to system costs via the volumetric charges on their bills, thereby creating a
long-term net benefit to the system'’.

iv. NW Natural’s “no harm” citations are inapplicable to the facts of this case.

On NWN/100 Thompson/7 at fn. 17, NW Natural provides a string cite to prior
Commission Orders in an attempt to show that the “no harm” standard is the standard that
should be applied to this docket. NW Natural is incorrect for the following reasons.

First, NW Natural cites to telecom mergers where a different standard is applied because
the matter involves a merger and because the matter relates to telecom. The facts in this
HPNG case obviously have nothing to do with either telecom or mergers.
“This standard has been recently applied in both the CenturyTel/Embarq merger,
Order No. 09-169 in Docket UM 1416 and the acquisition of Verizon Northwest
by Frontier Corporation, Order No. 10-067 in Docket UM 1431, each citing Order
No. 95-526 involving a transaction under ORS 759.375(1)(c) and ORS 759.380.
This is a lesser standard than the ''net benefits'' test employed under ORS

757.511 for energy utility acquisitions. See also Order No. 08-617, Docket UP
249 and Order No. 02-466, Docket UP 195.” '8

7 OPUC Order No. 03-236.

8 Order 11-095 at 6 fn. 12 (emphasis added).
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Second, NW Natural cites to utility asset purchase and sale dockets where a different
standard is applied. This HPNG docket has nothing to do with utility asset purchase and
sale contracts:

“Public Interest Compliance

The Commission customarily applies a no harm standard with regard to
the public interest compliance of property sales. This sale reverses a recent
purchase of property by PGE that, unbeknownst to PGE, had not been
duly authorized by the City Council. There is no loss on the sale, and
customers are not harmed by this transaction; therefore, Staff concludes
that the sale is in the public interest.”"’

Third, NW Natural cites to utility finance dockets where the “no harm” standard
is applicable.® This HPGN docket has nothing to do with letters of credit and other
utility financing.

“No Harm: A larger cap on Idaho Power's guarantee for its share of
Bridger Coal reclamation will do no harm, and can be expected to benefit
ratepayers through continued control of cost and risk.”'

k ock ook ok

“Staff's review of NW Natural's Application finds the terms reasonable
and beneficial to ratepayers. The Company represents that funds obtained
under this replacement Credit Agreement will be used solely for lawful
utility purposes. The Company demonstrated in a phone workshop on
January 10, 2013, and through the submission of supplemental materials
via email on that date and on January 16, 2013, that provisions of the new
Credit Agreement will do no harm, and will continue to allow NW Natural
flexibility to negotiate favorable market fees and expenses.”>

"> OPUC Order No. 13-372 at 3.

2 CUB notes that one of the utility finance dockets referred to was UF 4000, a 1988 order where the no
harm standard was applied in an electric utility merger. Notwithstanding the standard applied in the UF
4000 order, if a close examination of the order is conducted, it is revealed that the Commission included
the statement, “[a]s explained below, the record in this case demonstrates that the proposed merger and
related transactions will yield significant net benefits to Pacific’s Oregon ratepayers and the public
generally.” Also noteworthy, however, is the fact that the Commission’s thinking, on the issue of gas and
electric utility mergers, has evolved since that the UF 4000 order was issued and now requires that gas
and electric utilities seeking to merge meet a net benefit standard. Order No. 01-778 (In the Matter of a
Legal Standard for Approval of Mergers Docket UM 1011, Sept. 2001). CUB acknowledges that the
clarifying order (Order No. 01-778) expressed the legal requirement for a “net benefit standard” which
was not the preferred standard by the Commissioner’s of the day.

*' OPUC Order 13-269 at 5.
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Telecommunication mergers, gas and electric asset sales and gas and electric
purchases and financing events are one time only events, not ongoing service.
Customers subject to those kinds of one-time events are generally protected if
there is a no harm standard.

But on-going utility sales to customers are different. Either the ongoing
sales are at a price that contributes to fixed costs and provide a net benefit to the
system or the sales are not priced sufficiently to contribute to fixed costs and other
customers are unfairly asked to pick up the share of the fixed costs that are being
used to serve the customer. This is the kind of activity that is the subject of this

docket and thus requires application of the net benefit standard.

III. Conclusion.

CUB recommends that the Commission approve the proposed Schedule H, Large
Volume Non-Residential High Pressure Gas Service Rider, to its Schedules 3, 31 and 32
non-residential natural gas service schedules. By eliminating subsidies to this service, the
Large Volume Non-Residential High Pressure Gas Service Rider will be offered in a
manner that provides a net benefit to customers.

In addition, CUB urges the Commission to reaffirm that new gas services should be
priced in a manner that ensures that the service covers it costs, and makes a contribution

to fixed costs, thus creating a net benefit for other customers.

22 OPUC 13-069 at 6.
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Data Request No. 18
At the workshop on July 26, 2013, NW Natural stated that marketing costs and feasibility costs are
spread to all customers and not just contractors for HPGS service, Please explain.

NW Matural Response

NW Natural intended to communicate that the costs during phase one which include customer service
and a feasibility study would be incurred through the labor of employees whose costs are recovered in
general rates. The Company believes this is appropriate because the customer will also be either a new
gas customer or will be an existing gas customer adding a new service line for HPGS service, The work
the Company will perform to establish service for this customer and to install the service line and
determine if the feasibility of that customer using CNG is the same work it would perform for a
customer putting in a service line to its own or a third party’s compression facilities.

MW Natural notes that all customers taking HPGS will also be taking service under another general rate
schedule from NW Natural. With respect to marketing costs, NW Natural assumes the same rules
about cost recovery for marketing will apply in this case as apply generally to NW Natural's marketing
costs, which are reviewed and set in a rate case.

Data Request No. 28

Who will pay for the legal fees related to design, implementation, and enforcement of the contracts?
Who is paying for legal fees and staff time related to the workshops currently being conducted in
regard to the implementation of HPGSY

NW Natural Response

Legal costs and business development costs for program design and implementation are being paid for
by customers only to the extent determined in NW Matural’s last rate case. Thus, the Company is
bearing any differences in actual costs incurred in the workshops and other efforts referred to above.
MW Natural expects that this will be the case going forward as well. Also please note that a level of
O&M related to an LRIC study from a prior rate case proceeading is included in the scheduled
maintenance charge. This revenue recovery is intended to offset administrative costs related to the
service, including legal contract work, accounting, program oversight, etc.
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