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VIA ELECTRONIC FILING

PUCFiling Center
PublicUtility CommissionofOregon
P0 Box 2148
Salem,OR 97308-2148

Re: DocketAR 499

NorthwestNaturalGasCompany(“NW Natural”) presentedattheApril 17, 2006workshopin
this docketastrawproposaladdressingthe issueofearningsbetweenratecases.At the
workshop,NW Naturalwas askedby April 24 to provide examplesofhow thestrawproposal
would work. All partiesalsowereaskedto submitby April 24 anyrevisionsto their proposalsin
responseto questionsraisedduringtheworkshoporotherwise.

NW Naturalsubmitssevenexamplesof theapplicationof its strawproposal,designedto confirm
thattheproposalimpactsonly whathasbeenreferredto asthe“doublewhammy”problemand
doesnot haveany othercollateralimpactson applicationof SB 408. In preparingtheexamples,
NW Naturalrealizedarevisionwasneededto thelanguageofthestrawproposal,to addressthe
possibilitythattax lossesof anentityotherthantheutility might be imputedto theutility in a
rateproceeding.While NW Naturaldoesnotbelievesuchimputation couldbejustified, its
strawproposalwas intendedto beneutralon this issue,andas initially draftedincorporatedany
imputationoftaxlossprovidedpursuantto thepermanentrule. Therevisedlanguageassures
that suchneutralityalsoappliesto anyimputationsoftaxlossesarisingin ratecasedecisions.

Verytruly yours,

c-~-~~4<) (~-r)-~/~

MarcusA. Wood

MW:knp
Enclosure
cc: ServiceList

Oregon

Washington
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2 I herebycertify that I serveda true and correct copy of the foregoingdocumentin

3 DocketAR 499 on the following namedperson(s)on the dateindicatedbelowby email and

4 first-classmail addressedto said person(s)at his or her last-known address(es)indicated

5 below.
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Rates& RegulatoryAffairs
PortlandGeneralElectric
121 SW SalmonStreet,1WTCO7O2
Portland,OR 97204
pge.opuc,filings@pgn.corn

JulieBrandis
AssociatedOregonIndustries
1149Court StreetNE
SalemOR97301-4030
ibrandis~aoi.org

EdBusch
PublicUtility Commissionof Oregon
P0 Box 2148
SalemOR 97308-2148
ed.busch@state.or.us

Rep TornButler
H-289 StateCapitol
SalemOR 97310
cpatom(d~fmtc.corn

MelindaJ Davison
DavisonVanClevePC
333 SW Taylor,Suite400
PortlandOR97204
inail(Z~dvclaw.corn

GaryBauer
NorthwestNatural
220 NW 2nd Avenue
PortlandOR 97209
gary.bauer@nwnaturai. corn

LowreyR Brown
Citizens’Utility BoardofOregon
610 SW Broadway,Suite 308
PortlandOR 97205
lowrey(c~oregoncub.org

R. Tom Butler
tom@butlert.corn

RandallDahlgren
PortlandGeneralElectric
121 SW SalmonStreet1WTC 0702
PortlandOR 97204
randy.dahlgren@pgn.com

JimDeason
AttorneyAt Law
521 SW Clay Street,Suite107
PortlandOR97201-5407
j irndeason(~corncast.net
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MichaelEarly
IndustrialCustomersofNorthwestUtilities
333 SW Taylor,Suite400
PortlandOR 97204
mear1y(~icnu.org

SteveEvans
MidAmericanEnergyHoldingsCompany
666 GrandAvenue
DesMoines IA 50303
srevans@midamerican.com

EdwardA Finklea
CableHustonBenedictHaagensen

& Lloyd LLP
1001 SW

5
th Avenue,Suite2000

PortlandOR 97204
efinklea(~chbh.com

AndreaFogue
Leagueof OregonCities
P0Box 928
SalemOR 97308
afogue(2l~orcities.org

PaulGraham
DepartmentofJustice
RegulatedUtility & BusinessSection
1162CourtStreetNE
SalemOR 97301-4096
pauLgraham@state.or.us

JasonEisdorfer
Citizens’ Utility BoardofOregon
610 SW Broadway,Suite308
PortlandOR97205
dockets@oregoncub.org

DonM Falkner
AvistaUtilities
P0Box 3727
SpokaneWA 99220-3727
don.falkner(~avistacorp.corn

AnnL Fisher
AF Legal & ConsultingServices
2005 SW 71stAvenue
PortlandOR 97225-3705
energIaw(~aoi.com

Kelly Francone
EnergyStrategies
215 SouthStateStreet,Suite200
SaltLakeCity UT 84111
kfrancone(~energystrat.com

RobertJenks
Citizens’ Utility Boardof Oregon
610 SW Broadway,Suite308
PortlandOR 97205
bob@oregoncub.org
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JudyJoimson
PublicUtility Commission
P0Box 2148
SalemOR 97308-2148
judy.johnson@state.or.us

JasonW Jones
Departmentof Justice
RegulatedUtility & BusinessSection
1162Court StreetNE
SalemOR 97301-4096
I ason.w.iones@state.or.us
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PamelaG Lesh
PortlandGeneralElectric
121 SW SalmonStreet1WTC 1703
PortlandOR97204
pamela.lesh(~pgn.corn

Ken Lewis
P0Box 29140
PortlandOR97296
k104(Zi~mailstation.com
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GreggKantor
NorthwestNatural
220 NW SecondAvenue
PortlandOR97209
gsk(~nwnatural.com

MargaretD Kirkpatrick
NorthwestNatural
220 NW 2ndAvenue
PortlandOR97209
margaret.kirkpatrick(Z~nwnatura1.corn
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RonMckenzie
AvistaUtilities
PoBox 3727
SpokaneWA 99220-3727
ron.mckenzie(~avistacorp.com

SenatorRick Metsger
StateCapitol
900Court StreetNES-307
SalemOR 97301
sen.rickmetsger(~state.or.us

ThomasR Paine
Avista Corporation
1411 EastMission
SpokaneWA 99202
tom.paine@avistacorp.com

PaulaE Pyron
NorthwestIndustrialGasUsers
4113 Wolf Berry Court
LakeOswegoOR97035-1827
ppyron(~nwigu.org

DanielW Meek
Attorneyat Law
10949SW 4th Avenue
PortlandOR 97219
dan(~meek.net

DavidJ Meyer
Avista Corporation
P0Box 3727
SpokaneWA 99220-3727
david.meyer~avistacorp.com

MatthewW Perkins
DavisonVanClevePC
333 SW Taylor, Suite400
PortlandOR 97204
mwp@dvclaw.com

Lisa FRackner
Ater WynneLLP
222 SW ColumbiaStreet,Suite1800
PortlandOR97201-6618
lfr@aterwynne.com
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InaraScott Bob Tamlyn

2 PortlandGeneralElectric PortlandGeneralElectric
121 SW SalmonStreet 121 SW SalmonStreet

3 PortlandOR 97204 PortlandOR97204
inara.scott@pgn.com bob.tam1yri(~pgn.com

DouglasC Tingey JayTinker

6 PortlandGeneralElectric PortlandGeneralElectric Company
121 SW Salmon1WTC13 121 SW SalmonStreet,1WTC0702

7 PortlandOR 97204 PortlandOR 97204

8 doug.tingey(ä~pgn.com j ay.tinker(Zl~pgn.com

Rick Tunning SenatorVicki L Walker

10 MidAmericanEnergyHoldings Co StateCapitol
666 GrandAvenue POBox 10314

E~.~ 11 Des Moines IA 50303 Eugene OR97440
rrtunning(2i~midamerican.corn sen.vickiwaiker(~state.or.us

~ 12

13 BenjaminWalters LindaK Williams

14 City ofPortland Kafoury & McDougal
OfficeofCity Attorney 10266SW LancasterRd

~ 15 1221 SW4thAvenue-Rm430 PortlandOR972l9-6305
Portland OR 97204 linda@lindawi1liarns.net

~ 16 bwaiters(~ci.portland.or.us

17

18 LauraBeane ScottBolton
PacifiCorp PacifiCorp

19 825 NE Multnomah,Suite300 825 NEMultnomah,Suite300
Portland,OR 97232 Portland,OR 97232

20 laurabeane@pacjficorpcorn scott.bolton(2l~pacificorp.com

21

22 Blair Loftis Larry 0. Martin
PacifiCorp PacifiCorp

23 825 NEMultnomah,Suite300 825 NEMultnomah,Suite 1900
Portland,OR 97232 Portland,OR 97232

24 blair.1oftis(~pacificorp,com larry.martin(~acificorp.coni
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RichardPeach
PacifiCorp
825 NE Multnomah,Suite 2000
Portland,OR 97232
richard.peach@pacificorp.com

OfAttorneysforNorthwestNaturalGas
Company

JanMitchell
PacifiCorp
825 NEMultnomah,Suite2000
Portland,OR 97232
jan.rnitchell@pacificorp.com

PaulM. Wrigley
PacifiCorp
825 NEMultnomah,Suite300
Portland,OR 97232
paul.wrigley@pacificorp.com

AuseyH. Robnett,III
Paine,Hamlen,Coffin, Brooke

& Miller LLP
P0 Box E
CoeurD’Alene, ID 83816-0328

DaveRobertson
PortlandGeneralElectric
121 SW Salmon,1WTC
Portland,OR 97204
dave.robertson@pgn.com

DATED: April 24, 2006.
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Kelly 0. Norwood
AvistaUtilities
P0 Box 3727
Spokane,WA 99220-3727
kelly.norwood(~avistacorp.corn

RaulMadarang
PortlandGeneralElectric
121 SW Salmon,1WTC
Portland,OR 97204
rau1.madarang(~pgn.corn

KathrynLogan
AdministrativeHearingsDivision
PublicUtility CommissionofOregon
P0Box 2148
Salem, OR 97308-2148
kathryn.logan@state.or.us
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BEFORETHE PUBLIC UTILITY COMMISSION
OF OREGON

AR 499

In theMatterof theAdoption )
ofPermanentRulesto ImplementSB 408, )
Relatingto Matching Utility TaxesPaid )
with TaxesCollected. )

NW NATURAL GAS COMPANY’S STRAW PROPOSAL
EXPENSESBETWEEN RATE CASES(EARNINGS TEST)

Proposal

1. If in any yearautility’s taxespaid is greaterthanits taxesauthorizedto be
collectedin rates,theCommissionshalldeterminewhethertheutility’s after-taxreturnon equity
from regulatedoperationsfor suchyear,afteraddingany surchargethat theutility wouldbe
entitledto receivefor suchyearunderthepermanentrule, is greaterthantheafter-taxreturnon
equitythat theCommissionhaddeterminedto be fair, just, andreasonablein theutility’s last
generalrateproceeding.To theextentthat thesurchargewouldproducean after-taxreturnon
equityin excessofsuchfair, just, andreasonablelevel, theutility wouldberequiredto credit
customerswith suchexcessearnings,in an amountup to theamountoftheallowedSB408
surcharge.In determiningtheafter-taxreturnon equityfor suchearningstest,theCommission
would apply~J ~ ailpçaii Jf an etforth in thismieor asestablishedin theutilit’s most
~
~

2. If in anyyear a utility’s taxespaidis lessthanits taxesauthorizedto be collected
in rates,theCommissionshall determinewhethertheutility’s after-taxreturnon equity from
regulatedoperationsfor suchyear,afterdeductinganyrefundthattheutility wouldbe required
to payfor suchyearunderthepermanentrule, is lessthantheafter-taxreturnon equity that the
Commissionhaddeterminedto be fair, just, andreasonablein theutility’s lastgeneralrate
proceeding. To theextentthat therefundwouldproducean after-tax returnon equity in that
waslessthansuchfair, just, andreasonablelevel, theutility wouldbeallowedasurchargeto
recovertheamountofsuchdeficientearnings,in an amountup to theamountoftheallowed
SB 408 surcharge.In determiningtheafter-taxreturnon equity for suchearningstest, the
Commissionwould apply~

lit ‘s most recept eneralrate roceedin

Explanation

TheAttorneyGeneral’sletterinterpretingSB 408 concludedthat theCommissionmust
applythestatutein amannerthatstill establishesratesthat arefair, just, andreasonable.In each
generalratecase,theCommissionestablishesrateson sucha basis,andin suchproceeding

Portlnd3-1547088.20055570-00299



determinesanallowedafter-taxreturnonutility equity thatwould be fair, just, andreasonable.
Thestrawproposalis designedto avoid theunderminingof this determination,by allowing rates
to beadjustedin thedirection,positiveornegative,asneededto preventeither(a) overearnings
combinedwith an SB 408 ratesurchargeor (b) underearningscombinedwith an SB 408refund.
Theearningstest andadjustmentis not an adjustmentto theSB408 tax true-up,but insteadis an
adjustmentfor earningsexcessor deficiency,to theextentneededto assurethat the
Commission’srateobligationsaremet.

In deteiminingtheafter-taxreturnon equityfor suchearningstest,theCommission
would applyanytax allocationrequirementsasset forth in this ruleor extablishedin the utility’s

~

For example,if theCommissiondeterminedfor somereasonthatatax deductionofa non-utility
memberoftheAffiliated Groupshouldbeproperlyattributedto theregulatedoperations,the
after-taxreturnon equitywould haveto be increasedto reflect thebenefitofsuchadditionaltax
deduction. This treatmentcorrespondsto what would happenif thesametax deductionwas
takeninto accountin ageneralrateproceeding.

Portlnd3-1547088.20055570-00299 2



BEFORETHE PUBLIC UTILITY COMMISSION

OF OREGON

AR 499

In theMatterof theAdoption )
ofPermanentRulesto ImplementSB 408, )
Relatingto Matching Utility TaxesPaid )
with TaxesCollected. )

NW NATURAL GAS COMPANY’S STRAW PROPOSAL
EXPENSESBETWEEN RATE CASES(EARNINGS TEST)

Proposal

1. If in anyyearautility’s taxespaid is greaterthanits taxesauthorizedto be
collectedin rates,theCommissionshalldeterminewhethertheutility’s after-taxreturnon equity
from regulatedoperationsfor suchyear,afteraddinganysurchargethat theutility wouldbe
entitledto receivefor suchyearunderthepermanentrule, is greaterthantheafter-taxreturnon
equitythat theCommissionhaddeterminedto be fair, just, andreasonablein theutility’s last
generalrateproceeding.To theextentthat thesurchargewouldproducean after-taxreturnon
equity in excessofsuchfair, just, andreasonablelevel, theutility would berequiredto credit
customerswith suchexcessearnings,in an amountup to theamountof theallowedSB 408
surcharge.In determiningtheafter-taxreturnon equity for suchearningstest,theCommission
would apply taxlossallocations,if any,set forth in this rule orasestablishedin theutility’s most
recentgeneralrateproceeding.

2. If in any yearautility’s taxespaid is less thanits taxesauthorizedto be collected
in rates,theCommissionshalldeterminewhethertheutility’s after-taxreturnon equityfrom
regulatedoperationsfor suchyear,afterdeductingany refundthat theutility wouldbe required
to payfor suchyearunderthepermanentrule, is lessthantheafter-taxreturnon equity that the
Commissionhaddeterminedto befair, just, andreasonablein the utility’s lastgeneralrate
proceeding.To theextentthat therefundwouldproducean after-tax returnon equityin that
waslessthansuchfair, just, andreasonablelevel, theutility would beallowedasurchargeto
recovertheamountof suchdeficientearnings,in anamountup to theamountof theallowed
SB 408 surcharge.In determiningtheafter-taxreturnon equity for suchearningstest, the
Commissionwould apply tax lossallocations,if any,asset forth in this rule oras establishedin
theutility’s mostrecentgeneralrateproceeding.

Explanation

TheAttorneyGeneral’sletterinterpretingSB 408 concludedthattheCommissionmust
apply thestatutein amannerthatstill establishesratesthat arefair, just, andreasonable.In each
generalratecase,theCommissionestablishesrateson suchabasis,andin suchproceeding
determinesan allowedafter-taxreturnon utility equity that wouldbe fair, just, andreasonable.
Thestrawproposalis designedto avoid theunderminingof this determination,by allowingrates
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to beadjustedin thedirection,positiveornegative,asneededto preventeither(a) overearnings
combinedwith an SB 408 ratesurchargeor (b) underearningscombinedwith an SB 408 refund.
Theearningstestandadjustmentis not an adjustmentto theSB 408 taxtrue-up,but insteadis an
adjustmentfor earningsexcessordeficiency,to theextentneededto assurethat the
Commission’srateobligationsaremet.

In determiningtheafter-taxreturnon equityfor suchearningstest, theCommission
would applyanytax allocationrequirementsassetforth in this rule orextablishedin theutility’s
mostrecentgeneralrateproceeding.For example,if theCommissiondeterminedfor some
reasonthatatax deductionofa non-utilitymemberoftheAffiliated Groupshouldbeproperly
attributedto theregulatedoperations,theafter-taxreturnon equitywould haveto be increasedto
reflect thebenefitofsuchadditionaltax deduction.This treatmentcorrespondsto whatwould
happenif thesametaxdeductionwastakeninto accountin ageneralrateproceeding.
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NORTHWESTNATURAL GAS COMPANY

EXAMPLES OF APPLICATION OF PROPOSEDEARNINGSTEST

Assumefollowing from lastratecase:

GrossRevenues = 10,000 RateBase= 24,000
Expenses+ Debt + Pfd Costs = 8,200 Debt = 12,000
Net Income = 1,800 Equity = 12,000
EffectiveTaxRate = .33...
Taxes 600
Allowed After-TaxReturn = (1,800— 600)112,000 10%

Example1: Stand-aloneutility haslower expensesandoverearnsallowedreturn

GrossRevenues = 10,000 RateBase= 24,000
Expenses+ Debt + Pfd Costs = 7,900
Net Income = 2,100
EffectiveTax Rate = .33...
Taxes = 700
Allowed After-Tax Return = (2,100 700)/12,000= 11.67%

TemporaryRule EarningsTest
Auth in Rates= 10,000x .18* x .33... = 600 Returnwith surcharge (1,400**+ 100***)/12,000
TaxesPd = 700 = 12.5% (pass)
Surcharge 100 No Surcharge

* RatecaseNet Incomeof 1,800/ratecaseGrossRevenuesof 10,000.

** Net Incomeof2,100, lesstaxespaidof 700.
*** Surchargeamount.
The earnings testdoesnot permit an “overearning” utility to chargea surcharge.

Example2: Stand-aloneutility hashigherexpensesandunderearnsallowedreturn

GrossRevenues = 10,000 RateBase 24,000
Expenses+ Debt + Pfd Costs = 8,500
Net Income = 1,500
EffectiveTaxRate = .33,..
Taxes = 500
Allowed After-TaxReturn = (1,500— 500)/12,000 8.33%

TemporaryRule EarningsTest
Auth in Rates= 10,000x .18 x .33... = 600 Returnwith refund= (1,000* - 100**)/12,000
TaxesPd = 500 = 7.5% (fail)
Refund =100 No Refund
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* Net Incomeof 1,500,lesstaxespaidof 500.

** Refundamount.

The earnings testdoesnot require an “underearning” utility to pay a refund.

Example3: Stand-aloneutility haseffectivetax ratereduced

GrossRevenues = 10,000 RateBase= 24,000
Expenses+ Debt + Pfd Costs = 8,200
Net Income = 1,800
EffectiveTax Rate = .25
Taxes = 450
Allowed After-Tax Return = (1,800—450)/12,000= 11.25%

TemporaryRule EarningsTest
AuthinRates= 10,000x .18 x .33...=600 Returnwithrefund=(1,350-150)/12,000
TaxesPd =450 = 10% (pass)
Refund =150 Refund = 150

Tax savingsresulting solely from changesin the effectivetax rate are passedthrough
equally with or without the earnings test.

Example4: Consolidatedutility; utility performsperratecase,but ConsolidatedGrouphas
lower taxespaid.

GrossRevenues = 10,000 RateBase= 24,000
Expenses+ Debt + Pfd Costs = 8,200
Net Income = 1,800
EffectiveTaxRate .33...
Taxes = 600
Allowed After-TaxReturn = (1,800— 600)/12,000= 10%
ConsolidatedGroup TaxesPaid= 500

TemporaryRule EarningsTest
Auth in Rates= 10,000x .18 x .33... = 600 Auth in Rates= 500
Utility TaxesPd =600 Returnwith refund = (1,300* — 100)/12,000
ConsolidatedTaxesPd = 500 = 10%(pass)
Refund = 100 Refund = 100

Net incomeof 1,800,lesslower ConsolidatedGroup TaxesPaidof 500.
The permanent rule, like the statute, would provide that taxespaid be calculatedusing the
lesserof consolidated taxespaid or taxespaid as properly attributed to the regulated
operations of the utility. Thus, the Earnings Test in this instancealso must usethe lower
consolidatedtaxespaid number.
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Example5: Consolidatedutility; utility performsperratecase;permanentrule attributesan
affiliatestax lossesto utility

GrossRevenues = 10,000 RateBase= 24,000
Expenses+ Debt + Pfd Costs = 8,200
Net Income = 1,800
EffectiveTax Rate = .33...
Stand-AloneTaxes = 600
Attributed taxloss = -100
Allowed After-TaxReturn(stand-alone) = (1,800— 600)/12,000= 10%
ConsolidatedGroupTaxespaid= 1,000

TemporaryRule EarningsTest

Auth in Rates= 10,000x .18 x .33... = 600 Returnwith refund= (1,800— 500* -100)/12,000
TaxesPd = 600—100 = 500 10% (pass)
Refund =1100 Refund = 100

* Earningstestusesthenet500in taxesasattributedunderthepermanentrule, ratherthanthe

600 in stand-alonetaxes.

The earnings test attributes in calculating “taxes paid” whatever attribution oftax losses
thepermanent rule provides.

Example6: Consolidatedutility; utility performsperratecase;ratecaseimputesaffiliate taxes
to utility

Revisedratecaseassumptions:

GrossRevenues = 9,850 RateBase= 24,000
Expenses+ debt+ pfd costs = 8,200 Debt 12,000
Net income = 1,650 Equity = 12,000
EffectiveTaxRate = .33...
Taxes = 550
Imputedtax loss = -100
Allowed After-Tax Return = (1,650—450)/12,000= 10%

ActualResults

GrossRevenues = 9,850 RateBase= 24,000
Expenses+ debt+ pfd costs = 8,200
Net income = 1,650
EffectiveTax Rate = .33...
Stand-AloneTaxes = 550
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Attributed tax loss = ~200*
Allowed After-TaxReturn(stand-alone) = (1,650—550)/12,000= 9.16%
ConsolidatedGroup TaxesPaid= 1,000

TemporaryRule EarningsTest

AuthinRates= 9,800x.168376x .33...=450 Returnwithrefund=(1,650_350*-100)/12,000
TaxesPd =600—100 =350 10% (pass)
Refund =100 Refund = 100

* In earningstest, if an affiliate’s expectedtax lossesareimputedin aratecase,I assumeits

actualtaxlosseswouldbeusedin computingTaxesPaid. In this example,theratecase
imputationwas—100, but theactualtaxlosswas—200.
** Earningstestusesthenet350 in taxespaidas imputed,ratherthanthe550 in stand-alone
taxes.

The earnings testattributes in calculating “taxes paid” consistentwith theapplicable the
rate caseattribution. Becausethe effectofthe attribution from the rate casealready
would be in baserates, if the attributing entity has the sameactual tax loss as assumedfor
rate casepurposes,after the applicable attribution oftax losses,there should be no refund.
In this example,the attributing entity had a tax lossof-200, rather than -100as assumed
for rate casepurposes. Therefore, the refund (of attributed tax lossesnot already reflected
in rates) would be 100. The earnings test would include all of the actual attributed tax loss
and showsthat the earnings has beenmet.

Example7: Stand-aloneutility attemptsto “game” theEarningsTestby increasingits expenses
to moveout of an overearningsituation.

GrossRevenues = 10,000 RateBase= 24,000
Expenses+ Debt+ Pfd Costs = 7,900
Net Income = 2,100
Effective TaxRate = .25...
Taxes = 525
Allowed After-TaxReturn = (2,100— 525)/12,000= 13.125%

TemporaryRule EarningsTest
Auth in Rates= 10,000x .18 x .33... = 600 Returnwith surcharge= (1,575-75)/12,000
TaxesPd = 525 = 12.5% (pass)
Refund =75 Refund = 75

To avoid paymentof a refund becausethe utility after any refund would underearn its
allowedreturn, the utility must increaseits expensesby 500, with the following results:

GrossRevenues = 10,000 RateBase= 24,000
Expenses+ Debt + Pfd Costs = 8,400
Net Income = 1,600
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EffectiveTax Rate = .25...
Taxes = 400
Allowed After-TaxReturn = (1,600— 400)/12,000= 10.00%

TemporaryRule EarningsTest
Auth in Rates= 10,000x .18* x .33... = 600 Returnwith surcharge= (1,200-200)/12,000
TaxesPd = 400 = 8.33%* (pass)
Refund =200 Refund =0

* Notethatthe 1200Net Incomelevel is thehighestlevel thatwill causeanylevelofrefundto

fail theEarningsTest.

The bottom line is that in this example,the utility must reduce its after tax incomefrom
(2,100—525) = 1,575 to (1,600— 400)= 1,200,or by 375,in order to avoid a refund of75.
Noutility would have an incentive to pay 375 to avoid 75. As a mathematicalmatter, NW
Natural is confident that there is no situation in which a utility could achievean netbenefit
under the Earnings Testby spendingitself out of an overearning situation.
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