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February 26, 2008 
 
 
VIA ELECTRONIC FILING 
 
Public Utility Commission of Oregon 
550 Capitol Street NW, Suite 215 
PO Box 2148 
Salem, OR  97308-2148 
 
Attention: Filing Center 
 
  RE:   Replacement Filing--Docket UF 4235 
    
 
 Pursuant to the Commission’s Order No. 07-032, in Docket No. UF 4235, 
authorizing Northwest Natural Gas Company (the “Company”) to enter into interest rate 
swaps, caps, floors, collars and other derivative products with financial institutions to 
manage exposure to interest rate fluctuation, we enclose herewith the initial and final 
documentation of the forward starting swap entered into by the Company on October 24, 
2007 along with documentation demonstrating the that hedge transaction was prudent. 
 
 This filing replaces Northwest Natural Gas Company’s filing dated 2/20/08 
(OPUC filing number 6491) in the entirety.  Pursuant to ORS 191.501 and 191.502, 
Exhibits B, C, D, E and F are marked confidential and are not included in this electronic 
filing, but will be submitted on a CD and mailed with the hard copy. 
 
  
 
       Sincerely, 
 
       /s/ Stephen P. Feltz 
 
       Stephen P. Feltz  
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Manage Exposure to Interest Rate 
Fluctuations 

)
)
)
)
)
)
)
)
)

 
 

Docket No. UF 4235 
 

Report of Hedge Transaction and 
Documentation Supporting 
Prudency of Transaction 

 
 

 
 
 This report is filed pursuant to the Commission’s Order No. 07-032 dated January 
29, 2007, in which Northwest Natural Gas Company (the “Company”) was authorized to 
enter into interest rate swaps, caps, floors, collars and other derivative products with 
financial institutions to manage exposure to interest rate fluctuations.  The products are 
hereinafter referred to as “Interest Rate Hedge Products.”  The notional principal amount 
outstanding of Interest Rate Hedge Products entered into pursuant to such authorization 
does not and will not exceed $200,000,000 or more than 30 percent of the total debt 
outstanding, whichever is less.  The authority will remain effective so long as the 
Company’s senior secured debt has investment grade ratings from two nationally 
recognized rating agencies.  The Company’ current senior secured debt currently has 
investment grade ratings from two nationally recognized rating agencies. 
  

1. Initial and final documents signed by NW Natural and any other 
party in the matter (including counterparty and agent) clearly 
providing information on the nature of the product, its maturity, all 
rates involved, and other pertinent terms and conditions. 

 
 On October 24, 2007, the Company entered into a Forward Starting Interest Rate 
Swap (the “Forward Swap”), as approved in Order No. 07-032 in Docket UF 4235.  The 
Forward Swap was executed between UBS Securities LLC (“UBS”) and the Company.  
The terms of the Forward Swap consist of a notional amount of $50,000,000, an effective 
date of September 30, 2008 and a maturity date of September 30, 2018.  The Company 
will pay UBS a fixed annual rate of 5.083 percent based on a semi-annual and unadjusted 
interest period (30/360), and UBS will pay the Company a 3-month LIBOR rate (London 
Inter-Bank Offered Rate) based on a quarterly interest period (actual/360).  The Forward 
Swap includes a mandatory cash settlement clause with the effective date of September 
30, 2008.  However, the Company intends for the actual settlement date to coincide with 
an issuance of at least $50,000,000 of senior secured notes within two months before or 
after the stated effective date.  The terms of the Forward Swap are set forth in the 
Confirmation attached hereto as Exhibit A. 
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 Fees for services, if any, are negotiated on a case-by-case basis at the time the 
Company enters into an Interest Rate Hedge Product.  There were no additional fees or 
expenses related to the Forward Swap.   
 

2. Demonstration that the Forward Swap was prudent, providing 
market data and correspondence with agents and counterparties as 
well as risk analysis, in support of that demonstration. 

 
In the Company’s 2007 financing strategy, the Company determined that it would  

need to issue debt out of our Medium Term Note (“MTN”) program sometime around 
September 2008.  The proceeds of this MTN issuance will be used to fund the acquisition 
and construction of property, the improvement or maintenance of service or the 
refinancing of maturing short-term and long-term debt.  The Company was concerned 
about the current volatility of US interest rates and financial markets, as housing and, 
more recently, liquidity concerns roiled the credit markets.  In September and October 
2007, daily Treasury moves of 10+ bps had become increasingly common, and the 
Company was concerned that rising interest rates would negatively impact the 
Company’s cost of capital for the identified debt issuance.  At the same time, from early 
September to late September, 10-year Treasury rates had risen by 20 bps; then from late 
September to late October, 10-year US Treasury rates declined nearly 40 bps, constituting 
the lows for 2007 and dropping to levels not seen since 2005.  The Company had 
identified both a need for issuing debt as well as for managing interest rate exposure due 
to market volatility.  To assist the Company in obtaining protection against material 
adverse market events and provide opportunities to take advantage of favorable market 
conditions, the Company engaged in discussions with a number of potential 
counterparties.   
 
 We had been having discussions with UBS, Wachovia Bank, Wells Fargo Bank, 
JPMorgan, Bank of America, and Merrill Lynch (collectively the “Participant Banks”) 
since early in 2007 about opportunities for hedging interest rate risks.  During the month 
of September, Participant Banks indicated that, given the Company’s need to issue long-
term debt within the next year, the Company should mitigate the risk to rising treasury 
yields by using an interest rate hedge.  The Participant Banks also indicated that based on 
the relative flatness of the yield curve, the historically low forward premiums to lock-in 
rates for up to 12 months, and the favorable market conditions for higher rated credits, 
this was one of the best market environments for pre-hedging new issuances.  As a result, 
the banks recommended that the Company hedge to the most likely debt issuance date 
with sufficient flexibility around the desired hedge settlement date.    
 
 After discussions with the Participant Banks and due consideration, it was 
determined that the most beneficial interest rate hedging instrument for the Company’s 
purposes at this time was a forward starting interest rate swap, which hedges both the 
benchmark treasury rate as well as the credit spread.  A Forward Swap provides a number 
of advantages over pure Treasury locks, including:  partial credit spread protection, to the 
extent that Company credit spreads are correlated with “AA” swap spreads; greater 
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pricing transparency and more efficient execution than Treasury locks for longer forward 
periods (i.e. longer than 3 or 6 months, Treasury locks involve rollover risk); 
simplification of accounting considerations that may arise with Treasury locks; and a 
lower forward premium than the cost associated with Treasury locks.  Presentation 
materials making recommendations regarding the various interest rate hedging products 
from Wells Fargo, Merrill Lynch, UBS, Wachovia and JPMorgan are attached hereto as 
Exhibit B, Exhibit C, Exhibit D, Exhibit E and Exhibit F, respectively. 
 
 Once the desire for a forward swap product was identified, the Company began 
closely monitoring the 10-year swap rates in late September and early October.  Exhibit 
G contains a number of e-mails from various banks keeping the Company apprised of the 
then-current forward swap rates.  In late October, the Company determined that the 
market conditions were favorable for a forward swap transaction. 
 
 On October 24, 2007, the Company notified the Participant Banks by e-mail that 
it desired to enter into a forward-starting fixed-rate swap.  The e-mail outlined the terms 
for the forward-starting fixed-rate swap along with the competitive bid process for the 
Participant Banks to submit their bids.  This e-mail is attached hereto as Exhibit H.  
Participant Banks were asked to submit an all-in price quote on a 10-year fixed rate 
forward-starting swap, including forward premiums to September 30, 2008. 
 

The bid process began at approximately 10:30 am Eastern Time (7:30 am Pacific 
Time) on October 24, 2007.  A group of six Company representatives gathered in a 
conference room with six telephones.  Each Company representative called one of the 
Participant Banks and asked them to hold on the line until all of the Participants Banks 
were on the telephone.  Then, simultaneously, each of the Participants were asked to 
submit their bids, which were written down on bid sheets.  The bid sheets for each of the 
six Participant Banks are attached hereto as Exhibit I.  The lowest bidder was UBS, with 
an all-in price of 5.083%.  Later that day, the Confirmation was executed by both the 
Company and UBS.   

 
We believe the close monitoring of the market conditions by a number of national 

banks, assimilation of the advice received from the various national banks and, in 
particular, the competitive nature of the bid process, demonstrates that the Forward Swap 
was prudent and competitive based on market conditions on the date on which it was 
entered.  Further, we believe that the competitive bid process used by the Company 
supports the notion that the Forward Swap rate is consistent with yields on first mortgage 
bonds for gas utilities with ratings similar to those of the Company.  (See the attached 
Exhibit J for a summary of interest rates on new issues in the utility sector.)  With respect 
to the Company’s own debt cost history, the Forward Swap rate is expected to achieve a 
lower interest rate than the Company’s most recent 10-year debt issuance, which was 
5.15%, and it is expected to be lower than the interest rates on all but one of the 
Company’s 10-year debt issuances since 1991.  Finally, a retrospective analysis of the 
surrounding period indicates that the Company purchased the forward-starting fixed rate 
swap when the market conditions were quite  favorable, at either the lowest, or nearly 
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lowest price during the period.  This retrospective analysis is graphically depicted in the 
15-Day CurncyCIP Grab sheet attached hereto as Exhibit K.   

 
In short, given the market volatility and the Company’s identified need for debt 

within the next year, the Forward Swap reduces the Company’s risk with respect to cost 
of capital by protecting against increasing interest rates between now and then, avoiding 
any carrying costs for monies borrowed in advance of when the funds would be needed, 
and preventing the deterioration of certain debt to capital ratios that could adversely 
affect the Company’s credit ratings.  The number of Participant Banks involved and the 
bid process used provided the Company with a Forward Swap that was competitive based 
on market conditions and that was one of the lowest costs for medium-term debt 
issuances by the Company in a significant number of years. 

 4


















































































































































































































