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l. INTRODUCTION AND SUMMARY

Who is sponsoring this testimony?

This testimony is sponsored jointly by Northwest Natural Gas Company d/b/a NW
Natural (“NW Natural” or the “Company”), Staff of the Public Utility Commission of
Oregon (“Staff”), the Oregon Citizens’ Utility Board (“CUB”), the Alliance of
Western Energy Consumers (“AWEC”), and the Small Business Utility Advocates
(“SBUA"), (collectively, the “Stipulating Parties”).

Are you the same Stipulating Parties that provided Joint Testimony in
Support of the Multi-Party Stipulation Regarding Revenue Requirement, Rate
Spread, and Certain Other Issues (“First Stipulation”)?

Yes. We filed NW Natural-Staff-CUB-AWEC-SBUA EXHIBIT 100 in support of the
First Stipulation.

What is the purpose of this Joint Reply Testimony?

The Coalition of Communities of Color, Climate Solutions, Verde, Columbia
Riverkeeper, Oregon Environmental Council, Community Energy Project, and
Sierra Club (collectively, the “Coalition”) did not join the First Stipulation. On June
30, 2022, the Coalition filed testimony objecting to certain elements of the First
Stipulation.® This Joint Reply Testimony responds to the Coalition’s objections to
the First Stipulation and further supports the reasonableness of the First

Stipulation.

Il. BACKGROUND

Please describe the First Stipulation.

1 See Coalition’s Rebuttal and Cross-Answering Testimony (June 30, 2022).
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A. Two stipulations have been filed in these consolidated dockets.? The First
Stipulation was entered into on May 31, 2022, by and among NW Natural, Staff,
CUB, AWEC, and SBUA. The Coalition was not a party to the First Stipulation.
The parties to the First Stipulation agreed to resolve all issues raised in these
consolidated cases except for certain issues explicitly excluded in Paragraph 14
of the First Stipulation.® The agreed upon and settled issues among the Stipulating
Parties included the Company’s revenue requirement, cost of capital, rate spread
and design, an attestation process for capital projects, implementation of

depreciation rates pending resolution of docket UM 2214,4 Horizon 1 depreciation,

10

11

12

13

14

15

16

Horizon 1 start-up cost deferral, amortization of the Company’s TSA Security
Directive 2 deferral balance,® removing the request to begin amortizing the deferral
of the Williams Pipeline Outage,® an update to the billing determinants for the
Company’s Tariff Rate Schedules 183 and 197, an update to the Company’s Tariff
Rule 11, a cost study analysis of Tariff Rate Schedule 3 Non-Residential
(Commercial), and a workshop relating to the difference in fixed costs for

residential multi-family versus residential single-family dwellings, and, finally, the

2.0n December 17, 2021, NW Natural filed a request for a general rate increase (the “Initial Filing”) to
become effective on November 1, 2022 (the rate effective date). On January 25, 2022, Administrative
Law Judge (“ALJ") Sarah Spruce issued a Procedural Conference Memorandum consolidating UG 411
(NW Natural Advice 20-19, Schedule 198 Renewable Natural Gas Recovery Mechanism) with UG 435.
3 First Stipulation at 11-12, 114 (May 31, 2022). The excluded items included Residential Customer
Deposits (CUB/100), Line Extension Allowance (CUB/100), Decoupling (Staff/1300), RNG Automatic
Adjustment Clause (NWN/1500; AWEC/100; CUB/200), Cost Recovery and Rate Spread of the Lexington
RNG Project and Deferral (NWN/1100; CUB/200; Staff/1700; AWEC/100), and COVID-19 Deferral
Amortization and Rate Spread (Staff/1500; CUB/200).

41n re NW Natural Gas Company d/b/a NW Natural Updated Depreciation Study, Docket UM 2214,

51n re NW Natural Gas Company d/b/a NW Natural Application for Approval of Deferred Accounting for
TSA Security Directive 2 Compliance Expenses, Docket UM 2192.

6 In re NW Natural Gas Company d/b/a NW Natural Application to Defer Costs Associated with
Restoration of Service Due to Damage to Williams Pipeline District Regulator Station, Docket UM 2139.
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1 related tariff updates for these agreed upon items.” The Stipulating Parties filed
2 Joint Testimony in Support of the First Stipulation on June 8, 2022.

3 Q. Have certain parties also entered into a Second Stipulation in this
4 proceeding?

5 A Yes, on June 29, 2022, NW Natural, Staff, CUB, AWEC, and the Coalition entered

6 into a Multi-Party Second Partial Stipulation regarding decoupling, residential
7 customer deposits, the Oregon Low Income Energy Efficiency Program (“OLIEE”),
8 and the Company’s COVID-19 deferral costs (“Second Stipulation”™). SBUA was
9 not a party to the Second Stipulation. The Coalition’s objections are directed to
10 the First Stipulation, however, so the Second Stipulation is not further discussed
11 in this Joint REPLY TESTIMONY.
12 . RESPONSE TO THE COALITION’S OBJECTIONS TO THE FIRST
13 STIPULATION
14 Q. Please summarize the Coalition’s objections to the First Stipulation, as you
15 understand them.
16 A The Coalition objects to three provisions of the First Stipulation. First, the Coalition
17 objects to Paragraph 1(I) — Advertising Expense, arguing that NW Natural’s
18 advertising campaigns regarding Cooking with Gas, renewable natural gas
19 (“RNG”) investments, and indoor air quality, and the expenses NW Natural
20 incurred for safety-related reading booklets for children, are not recoverable from
21 customers as either Category A or Category B advertising expenses.®
22 Additionally, the Coalition also expresses concerns about the Company not

7 See First Stipulation at 3-11.
8 Coalition/900, Ryan/2.
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charging any expenses to Category D (political) advertising.® In all, the Coalition
recommends that the Commission make an adjustment of $1,183,512 from the
Company’s Category A and B advertising expense—or, in other words, that the
Commission reduce the advertising expense by $183,512 in addition to the $1
million expense reduction agreed to in the First Stipulation.1°

Second, the Coalition objects to Paragraph 1(m) — Customer Account and
Sales Expense. The Coalition asks the Commission to disallow an additional
$482,882 in promotional concession advertising costs.!! This disallowance would

be incremental to the $292,000 reduction to expense already agreed to by the

10

11

12

13

14

15

16

17

18

Stipulating Parties in the First Stipulation and would result in a total reduction to
the Company’s Customer Account and Sales Expense of $774,882.12 The
Coalition also asks the Commission to open a new docket to investigate potential
modification of the Energy Trust of Oregon (“ETQO”) fuel-switching policy and to
align the ETO incentives and programs with Oregon’s climate laws.*3

Third, the Coalition objects to Paragraph 1(n) — Salary, Wages, Stock
Expense, Incentives, and Medical Benefits, because the First Stipulation’s $5.25
million4 adjustment to revenue requirement for this category does not explicitly

include a deduction for staff time spent on political engagement with cities and

9 Coalition/900, Ryan/2-3.

10 Coalition/900, Ryan/33.

11 Coalition/900, Ryan/33.

12 Coalition/900, Ryan/33.

13 Coalition/900, Ryan/27-29.

14 Coalition/900, Ryan/34. The Coalition’s testimony references $4.5 million as the value of the agreed
upon reduction to salaries and benefits. Id. However that amount was an adjustment to Test Year rate
base in recognition of all past capitalized financial performance-based incentives. The value of the
revenue requirement adjustment for salaries and benefits is $5.25 million. First Stipulation at 5.

JOINT REPLY TESTIMONY TO THE COALITION’S OBJECTIONS TO THE FIRST STIPULATION



10

11

12

13

14

15

16

17

18

19

20

21

REDACTED
NW Natural-Staff-CUB-AWEC-SBUA/200
Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/5

counties.'® The Coalition argues that NW Natural’'s political activities are not
recoverable from customers, and recommends that the Commission disallow all
costs associated with NW Natural’'s Community Affairs and Government Affairs
programs.® The Coalition’s proposed adjustment is a negative adjustment of
[BEGIN CONFIDENTIAL] ] [END CONFIDENTIAL], in addition to the
$5.25 million already captured in Paragraph 1(n) of the First Stipulation.t’

At a high level, how do the Stipulating Parties respond to the Coalition’s
objections?

The Stipulating Parties disagree with the Coalition’s challenges to the First
Stipulation and ask the Commission to reject the Coalition’s request for further
expense (and, thus, revenue requirement) reductions because the First
Stipulation, if adopted, will result in rates that are fair, just, and reasonable, and is
therefore in the public interest. While the Stipulating Parties did not necessarily
agree upon all the methodologies used to determine each adjustment included in
the First Stipulation, the Stipulating Parties agreed that, collectively, all the agreed-
upon adjustments represent a reasonable settlement of the issues in the First
Stipulation. In sum, and as explained below, each adjustment to NW Natural’s
request for a general rate increase within the First Stipulation is supported by
substantial evidence in the record, is not contrary to Commission policy, and
should therefore be approved as a reasonable settlement of the issues addressed

therein.

15 Coalition/900, Ryan/34.
16 Coalition/900, Ryan/42.
17 Coalition/900, Ryan/43 (citing First Stipulation at 5).
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a) Paragraph 1(I) — Advertising Expense

Please describe the expense at issue.

Category A advertising expense is for “[e]nergy efficiency or conservation
advertising expenses that do not relate to a Commission-approved program, utility
service advertising expenses, and utility information advertising expenses|.]"8
Advertising expense in this category is presumed to be just and reasonable for
ratemaking purposes up to an amount equal to 0.125 percent of NW Natural’'s
gross operating revenues.'® Category B advertising expense is for legally
mandated advertising expenses and is presumed to be just and reasonable for
ratemaking purposes.?®® Category C advertising expense is institutional and
promotional advertising expense.? The Company bears the burden of establishing
that any Category C expense is just and reasonable for ratemaking purposes.??
Category D advertising expense is for political and nonutility advertising and
Category E advertising expense is for conservation or energy efficiency advertising
that relates to a Commission-approved program.?® Category D expense is
presumed to be not just and reasonable for ratemaking purposes and Category E
expense may be capitalized.?

Please describe the Stipulating Parties’ opening positions regarding

advertising expense.

18 OAR 860-026-0022(2)(a).

19 OAR 860-026-0022(3)(a).

20 OAR 860-026-0022(2)(b) and (3)(b).
21 OAR 860-026-0022(2)(c).

22 OAR 860-026-0022(3)(c).

23 OAR 860-026-0022(2)(d) and (e).

24 OAR 860-026-0022(3)(d) and (e).

JOINT REPLY TESTIMONY TO THE COALITION’S OBJECTIONS TO THE FIRST STIPULATION
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A. In its Initial Filing, NW Natural included $1,847,073 for Category A advertising
expense and $1,080,180 for Category B advertising expense and a total of
$2,900,950 in the Test Year.?® NW Natural budgeted $600,000 for Category C
advertising expense in the Test Year, but did not include these expenses in its rate
request.?® NW Natural does not seek recovery for any Category D or E expense
in this case.?’

In Opening Testimony, Staff proposed a disallowance of $190,320 to
NW Natural’'s Category A advertising expense to remove costs of two television

advertisements for NW Natural's Renewable Natural Gas program that Staff

10

11

12

13

14

15

16

17

18

believed were properly classified as Category C promotional advertising.?® Staff
also proposed to reduce NW Natural's Category A advertising expense by
$827,159 to reduce the Test Year expense down to the amount presumed just and
reasonable under OAR 860-026-0022(3), which Staff calculated to be
$1,019,914.%° Rather than making the adjustments incrementally, Staff subsumed
the $190,320 adjustment for what it believed to be misclassified expense into the
larger adjustment of $827,159.%°

Staff also proposed a disallowance to NW Natural’'s Category B advertising

expense.®' Staff noted that all expense in this category is presumed to be just and

reasonable for ratemaking purposes.®?  However, Staff recommended a

25 Staff/1000, Jent/8; NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and
Kermode/21 (citing NW/Natural/2100, Davilla/48).

26 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/21.

27 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/21.

28 Staff/1000, Jent/11.

29 Staff/1000, Jent/11.

30 Staff/1000, Jent/11-12.

31 Staff/1000, Jent/12.

32 Staff/1000, Jent/12.
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disallowance of $172,904 disallowance for Category B advertising expense based
on its finding that NW Natural had not justified the increase in spending in this
category as compared to previous years.®** Putting Staff's two proposed
adjustments together resulted in an overall downward adjustment to advertising
expenses of $1,000,063.34

For its part, CUB also recommended a downward adjustment to limit NW
Natural’s Category A advertising expenses to the amount presumed reasonable
by rule.®® However, CUB calculated a different amount than Staff for purposes of
this adjustment and proposed an adjustment of $1,108,000.3%¢
Please describe the Stipulating Parties’ agreement regarding advertising
expense in the First Stipulation.
As a result of their settlement discussions, the Stipulating Parties agreed to a
reduction to advertising expense of $1.0 million, which results in a reduction to
revenue requirement of $1.029 million.3’
On what grounds does the Coalition object to the Stipulating Parties’
resolution of NW Natural’s Category A and B advertising expense in the First
Stipulation?
The Coalition argues that the proposed reduction to NW Natural's advertising
expenses agreed to in the First Stipulation is too low because it does not fully

account for the costs that the Coalition argues are not recoverable as either

33 Staff/1000, Jent/13.
34 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/22.
35 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/22.
36 CUB/100, Jenks/21.
37 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/22.
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Category A or Category B advertising expenses.3® The Coalition proposes
disallowances to reflect the Coalition’s position that expenses related to “Cooking
with Gas,” RNG investments, and indoor air quality advertisements do not
constitute Category A advertising and should be removed from the Company’s
Category A advertising budget,3® and that costs associated with the Company’s
safety-related booklets should similarly be removed from its Category B advertising
budget.®®  Additionally, the Coalition seeks to increase its recommended
disallowance for advertising expense by asking the Commission to disallow 61
percent of the total salary cost ($390,286) from NW Natural’'s advertising budget
to reflect the Coalition’s estimate of salary time spent on RNG advertising.*! In
sum, the Coalition proposes increasing the stipulated reduction to advertising
expense from $1.0 million—as agreed upon by the Stipulating Parties—to
$1,183,512, an incremental reduction of $183,512.4?

Q. How do the Stipulating Parties respond to the Coalition’s proposed
adjustment to Paragraph 1(l) of the First Stipulation?

A. The Stipulating Parties recommend that the Commission view the agreements in
the First Stipulation as an integrated settlement and reject the Coalition’s proposed
adjustment to Paragraph 1(l). The Stipulating Parties believe that when viewed in
their totality—including the $1.0 million expense adjustment in Paragraph 1(I)—the

compromises contained in the First Stipulation are in the public interest and will

38 Coalition/900, Ryan/2.

39 Coalition/900, Ryan/31.
40 Coalition/900, Ryan/33.
41 Coallition/900, Ryan/32.
42 Coalition/900, Ryan/33.
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result in just and reasonable rates.

Please explain your understanding of the Coalition’s testimony regarding
NW Natural’s Category D (political) advertising.

The Coalition acknowledges that NW Natural is not seeking recovery for Category
D (political) advertising expense,*® but argues that the Company nonetheless
should have declared and budgeted certain advertisements as Category D
advertising expense.*

How do the Stipulating Parties respond to the Coalition’s testimony
regarding political advertising?

The Stipulating Parties agree that the First Stipulation addresses all the Stipulating
Parties’ concerns regarding NW Natural's advertising expense and that no other
modifications are required related to this provision of the First Stipulation.

Please explain why, taking into account the Coalition’s objections, the
Stipulating Parties’ resolution of NW Natural’s advertising expense is
nonetheless reasonable.

CUB and Staff expressed similar concerns about certain advertising expenses for
which the Company sought recovery as Category A or Category B advertising
expenses.*® The Stipulating Parties discussed these concerns in settlement and
ultimately agreed in the First Stipulation to reduce the amount included in rates for
Category A down to the amount presumed reasonable under administrative rule

and to remove some Test Year expense for Category B advertising.#® The

43 Coalition/900, Ryan/29.
44 Coalition/900, Ryan/30.
45 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/22.
46 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/23.
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Stipulating Parties’ agreed-upon reduction of $1.0 million to NW Natural's
advertising expense reflects a reasonable resolution of the Stipulating Parties’
concerns while still allowing the Company to recover a reasonable advertising
budget. The Stipulating Parties agree that this reduction adequately addresses
concerns raised about the Company’s level of Category A and Category B
advertising expenses while also enabling resolution of other key issues
encompassed in the First Stipulation. The Stipulating Parties do not support the
Commission rejecting the First Stipulation for the purpose of increasing this
disallowance by an additional $183,512.47

Paragraph 1(m) — Customer Account and Sales Expense

Please describe the Stipulating Parties’ agreement regarding customer
account and sales expense in the First Stipulation.

As a result of their settlement discussions, the Stipulating Parties agreed to reduce
the Company’s customer account and sales expense by $292 thousand.*® In its
Initial Filing, NW Natural included total Oregon-allocated Test Year expenses of
approximately $28.476 million, including $2.8 million for customer assistance
expense (FERC Account 908) and $2.1 million for demonstration and selling
expense (FERC Account 912).4° Staff proposed removing a total of $548,841 in
the Test Year from NW Natural’'s customer account and sales expense related to

building and industry events, corporate identity, dealer relations, and professional

47 Additionally, NW Natural is providing separate testimony addressing the Coalition’s adjustments and
includes an alternative calculation demonstrating that the Coalition’s proposed reductions total to less
than the agreed-upon reduction of $1.0 million. See NW Natural/2700, Beck.

48 First Stipulation at 5.

49 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/23.
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services.®® The Stipulating Parties maintained different views regarding the
amount of customer account and sales expense that NW Natural should include in
its rates, but agreed that the $292 thousand reduction to expense reflected a
compromise that contributed to a fair and reasonable resolution of the issues in
this case.®!

On what grounds does the Coalition object to the Stipulating Parties’
resolution of NW Natural’s customer account and sales expense?

The Coalition recommends an additional reduction of $482,882 for NW Natural's
customer account and sales expense to reflect costs related to advertising that
referenced shareholder incentives for gas appliances.>? The Coalition asserts that
NW Natural has admitted that these costs must be categorized as Category C
advertising even though the Company booked the expenses to FERC Accounts
908 and 912, which are paid for by customers.>® Additionally, the Coalition asks
the Commission to open a new docket to align ETO incentives and programs with
Oregon’s climate laws and Governor Brown’s Executive Order 20-04.5*

How do the Stipulating Parties respond to the Coalition’s challenges to
Paragraph 1(m) of the First Stipulation?

The Stipulating Parties recommend that the Commission view the agreements in
the First Stipulation as an integrated settlement and reject the Coalition’s

challenges to Paragraph 1(m). The Stipulating Parties believe that when viewed

50 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/23-24.

51 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/24.

52 Coalition/900, Ryan/33.

53 Coalition/900, Ryan/33. The Coalition also refers to FERC Accounts 408 and 412, however, it appears
that those references are in error and should instead be references to FERC Accounts 908 and 912.

54 Coallition/900, Ryan/34.

JOINT REPLY TESTIMONY TO THE COALITION’S OBJECTIONS TO THE FIRST STIPULATION



10

11

12

13

14

15

16

17

18

19

20

21

22

23

NW Natural-Staff-CUB-AWEC-SBUA/200
Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/13

in their totality—including the $292 thousand expense adjustment contained in
Paragraph 1(m)—the compromises contained in the First Stipulation are in the
public interest and will result in just and reasonable rates. Additionally, the
Stipulating Parties understand that NW Natural is providing separate testimony
specifically responding to categorization of advertising expenses. Accordingly,
the Stipulating Parties recommend that the Commission reject the Coalition’s
proposals.

Please explain why, taking into account the Coalition’s objections, the
Stipulating Parties’ resolution of NW Natural’s customer account and sales
expense is nonetheless reasonable.

As part of the give and take of settlement, the Stipulating Parties agreed to reduce
NW Natural's customer account and sales expense by $292 thousand. The
Stipulating Parties maintain that in the overall context of the First Stipulation, this
adjustment results in just and reasonable rates. In sum, the Stipulating Parties’
settled-upon reduction to NW Natural’'s customer account and sales expense is
supported by substantial evidence in the record and should be approved as a
reasonable settlement of this category of expense.

How do the Stipulating Parties respond to the Coalition’s proposal to open a
new docket to investigate the alignment of the ETO incentives with Oregon’s
climate laws and Executive Order 20-04?

The Stipulating Parties identified all issues that they intend to continue litigating in
this proceeding in Paragraph 14 of the First Stipulation and those issues do not

include the alignment of the ETO incentives with Oregon’s climate laws and
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Executive Order 20-04.%> Given the compromise of issues reached to enter into
this settlement, the Stipulating Parties do not support the Coalition’s proposal.
Paragraph 1(n) — Salary, Wages, Stock Expense, Incentives, and Medical
Benefits

Please describe the Stipulating Parties’ agreement regarding salary, wages,
stock expense, incentives, and medical benefits in the First Stipulation.

The Stipulating Parties agreed to a reduction to NW Natural's revenue requirement
of $5.25 million—an adjustment that included the removal of officer incentives for
the Test Year—and agreed that NW Natural’s Test Year rate base would be further
reduced by $4.5 million in recognition of all past capitalized financial performance-
based incentives.®® For regulatory purposes, the Stipulating Parties agreed that
the Company’s $4.5 million rate base adjustment should be amortized over 15
years beginning on the rate effective date, which would result in a Test Year
reduction to revenue requirement of $397 thousand.>” If the First Stipulation is
approved, the rate base offset for capitalized incentives with a 15-year life will carry
over to subsequent rate cases and this additional adjustment will resolve all issues
regarding past capitalization of incentives.58

On what grounds does the Coalition object to the Stipulating Parties’
resolution of NW Natural’s salary, wages, stock expense, incentives, and
medical benefits?

The Coalition argues that the reduction to NW Natural's salary, wages, stock

55 First Stipulation at 11-12.

56 First Stipulation at 5.

57 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/27.
58 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/27.
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expense, incentives, and medical benefits is insufficient because it does not
include a reduction for the time the Company'’s staff spent on political activities.>®
The Coalition asserts that NW Natural engaged multiple Oregon cities and
counties seeking to influence policymaking.®® According to the Coalition,
NW Natural may not recover these expenses under Commission precedent.®! The
Coalition does however acknowledge that NW Natural testified that it deducted
costs associated with lobbying activities,®? but still argues that NW Natural “has
not introduced evidence showing that it has deducted costs associated with its
efforts to influence the political activities of municipal governments,”®® and
therefore recommends that the Commission disallow all costs associated with NW
Natural’'s Community Affairs and Government Affairs programs.® The Coalition’s
recommendation would result in an additional reduction of [BEGIN
CONFIDENTIAL] |l [END CONFIDENTIAL] in costs associated with NW
Natural's staff salary, beyond the $5.25 million revenue requirement reduction
agreed to by the Stipulating Parties in the First Stipulation.®

How do the Stipulating Parties respond to the Coalition’s proposed
adjustment to Paragraph 1(n) of the First Stipulation?

The Stipulating Parties recommend that the Commission view the agreements in

the First Stipulation as an integrated settlement and reject the Coalition’s proposed

59 Coalition/900, Ryan/34.

60 Coalition/900, Ryan/36-39.

61 Coalition/900, Ryan/40.

62 Coalition/900, Ryan/41. See NW Natural/1700, Heiting-Bracken/78.
63 Coalition/900, Ryan/42.

64 Coalition/900, Ryan/42.

65 Coalition/900, Ryan/43 (confidential).
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adjustment to Paragraph 1(n). The Stipulating Parties believe that when viewed
in their totality—including the $5.25 million revenue requirement adjustment
contained in Paragraph 1(n)—the compromises contained in the First Stipulation
are in the public interest and will result in just and reasonable rates.

Please explain why, taking into account the Coalition’s objections, the
Stipulating Parties’ resolution of NW Natural’s salary, wages, stock expense,
incentives, and medical benefits expense is nonetheless reasonable.

The Stipulating Parties maintained different views regarding the appropriate
approach for determining the amount of salary, wages, stock expense, incentives,
and medical benefits that should be included in NW Natural’s rates, but were able,
through discussion and compromise, to reach a resolution that was fair and
reasonable for purposes of settlement.®®  Additionally, through settlement
discussions the Stipulating Parties agreed to a significant adjustment for past
capitalized incentives, which further aids in the resolution of the issues in this
proceeding and contributes to the overall fair resolution of issues in the First
Stipulation.®” In contrast, the Coalition’s proposal to disallow the entirety of
NW Natural’'s Community Affairs and Government Affairs expense—a significant
reduction beyond what the Stipulating Parties have already agreed to—was made
in isolation and should be rejected as excessive and unnecessary to achieve a fair
resolution of rate recovery of these expenses. In sum, the Stipulating Parties’

settled-upon reduction to NW Natural’s salary, wages, stock expense, incentives,

66 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/27.
67 NW Natural-Staff-CUB-AWEC-SBUA/100, Kravitz, Fjeldheim, Gehrke, Mullins, and Kermode/27-28.
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and medical benefits is supported by substantial evidence in the record and should
be approved as a reasonable settlement of this category of expense.

Is there additional information in the record addressing the cost allocations
for the Company’s Community and Government Affairs expense?

Yes. NW Natural provided Reply Testimony from Kimberly Heiting and Ryan
Bracken explaining that the Company has specific cost allocations for employees
that are engaged in lobbying and/or political activity.®® These allocations (inclusive
of salary and overheads) are recorded to non-recoverable expense, and thus are
paid for by shareholders.®® In response to a Coalition data request, NW Natural
demonstrated that all employees in the Community and Government Affairs
department had specific allocations of their time recorded to non-recoverable
expense.’®

How does this information further support the reasonableness of the First
Stipulation?

While the Stipulating Parties had different views regarding the appropriate
approach for determining the amount of salary, wages, stock expense, incentives,
and medical benefits that should be included in NW Natural's rates, they were able,
through discussion and compromise, to reach a resolution that was fair and
reasonable for purposes of settlement. The information provided by NW Natural
in its Reply Testimony further supports the reasonableness of the compromises in

the First Stipulation.

68 NW Natural/1700, Heiting-Bracken/78.
69 NW Natural/1700, Heiting-Bracken/78.
70 NW Natural/1700, Heiting-Bracken/78.
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V. REASONABLENESS OF THE FIRST STIPULATION

What is your recommendation to the Commission regarding the First
Stipulation?
The Stipulating Parties recommend and request that the Commission approve the
First Stipulation in its entirety. The First Stipulation represents a comprehensive
resolution of the issues settled upon therein, including NW Natural’'s revenue
requirement, cost of capital, rate spread and design, an attestation process for
capital projects, implementation of depreciation rates pending resolution of docket
UM 2214, Horizon 1 depreciation, Horizon 1 start-up cost deferral, amortization of
the TSA Security Directive 2 deferral balance, removing the request to begin
amortizing the deferral of the Williams Pipeline Outage, an update to the billing
determinants for the Company’s Tariff Rate Schedules 183 and 197, an update to
the Company’s Tariff Rule 11, a cost study analysis of Tariff Rate Schedule 3 Non-
Residential (Commercial), and a workshop relating to the difference in fixed costs
for residential multi-family versus residential single-family dwellings, and, finally,
the related tariff updates for these agreed-upon items.™

On the other hand, the Coalition’s selective modifications to certain
provisions of the First Stipulation jeopardizes the careful balancing of interests
reflected in the totality of the First Stipulation. After consideration of all the issues
raised by the Coalition in its objections, the Stipulating Parties agree that the First
Stipulation is consistent with the public interest and will result in rates that are fair,

just, and reasonable.

71 First Stipulation at 7-11.
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Did parties to this proceeding have enough time to review, consider, and
evaluate the various elements of the First Stipulation?

Yes. The parties to this case have been discussing the issues addressed in the
First Stipulation throughout the course of this proceeding and have had ample time
to evaluate and vet the elements of the First Stipulation through discovery, parties’
testimony, settlement negotiations, and informal conversations. The First
Stipulation resulted from the settlement discussions and compromises of the
Stipulating Parties and represents a reasonable resolution of the issues contained
therein.

Is the First Stipulation in the public interest?

Yes. The Stipulating Parties believe that the First Stipulation, if approved, would
result in overall rates that are fair, just, and reasonable. Each Stipulating Party
agrees that the parties to the First Stipulation engaged in collaborative and
meaningful settlement discussions and made various concessions to reach a
settlement that reflects a fair result considering the parties’ positions on these
issues.

Is the reasonableness of the First Stipulation supported by the record in this
case?

Yes. In addition to the Joint Testimony offered by the Stipulating Parties in support
of the First Stipulation, the Stipulating Parties have addressed the Coalition’s
objections through this Joint Reply Testimony in support of the First Stipulation.
The Stipulating Parties believe that the record in this case supports the First

Stipulation and request that the Commission approve the First Stipulation without
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1 modification.
2 Q. Does this conclude your Joint Reply Testimony?
3 A Yes.
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