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BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON

UM 1635

In the Matter of

NORTHWEST NATURAL GAS COMPANY,
dba NW Natural

Mechanism for Recovery of Environmental
Remediation Costs

PRUDENCE AND EARNINGS TEST
STIPULATION

This Prudence and Earnings Test Stipulation ("Stipulation") is entered into for the purpose of

resolving the issues among the parties to this Stipulation related to all remaining issues in this

docket, including: (1) the prudence of NW Natural's environmental remediation costs deferred to

date; (2) the earnings test and appropriate deadband to be applied to recovery of environmental

remediation costs through Northwest Natural Gas Company's ("NW Natural" or "the Company")

Site Remediation Recovery Mechanism; (3) the appropriate rate treatment for the costs of the

Gasco Pumping Station; and (4) the appropriate state allocation factor to be applied to

environmental remediation costs.

PARTIES

The parties to this Stipulation are NW Natural, Commission Staff ("Staff'), the

Citizens' Utility Board of Oregon ("CUB"), and the Northwest Industrial Gas Users ("NWIGU")

(collectively, "Parties").'

BACKGROUND

2. On November 16, 2012, the Public Utility Commission of Oregon ("Commission")

issued Order No. 12-437 in Docket UG 221, the final order in the Company's most recent

general rate case. In that order, the Commission adopted a mechanism for recovery of the

Company's environmental remediation deferrals known as the Site Remediation Recovery

Portland General Electric Company is a party to this docket but did not participate in the settlement
discussions.
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Mechanism ("SRRM").2 The Commission found that "[a]n earnings t
est with a deadband will be

applied" to the SRRM recoveries, but left the d
etermination of the appropriate deadband and

application of the earnings test to a new proceed
ing.3 The Commission also ordered that a

prudence review of the expenses NW Natural de
ferred would take place in the new proceeding.

This docket was opened to address these issues.

3. Administrative Law Judge ("ALJ") Hardie issued a
 Notice of Prehearing

Conference and Memorandum on December 10, 
2012 that outlined the issues to be addressed

in this docket as follows: (1) the prudence of NW Na
tural's environmental remediation costs;

(2) the appropriate deadband to be applied to rec
overy of environmental remediation costs;

(3) the appropriate application of the earnings test o
rdered in Docket UG 221; and (4) the

appropriate rate spread to apply to recoverable costs
.4

4. Pursuant to ALJ Pines' Preheating Conference Me
morandum of February 7,

2013, the parties to this docket convened a worksho
p on rate spread issues on February 11,

2013. NW Natural, Staff, CUB, and NWIGU particip
ated in the workshop. At the workshop the

parties discussed potential settlement of rate spread
.

5. NW Natural filed direct testimony on March 29, 2013. 
Among the other issues

discussed in its direct testimony, the direct testimo
ny of C. Alex Miller stated that the parties had

reached an agreement in principle on the appropriat
e rate spread for environmental remediation

costs.

6. On April 10, 2013 the Parties filed a stipulation resol
ving all issues related to rate

spread of any amount included in the SRRM that the
 Commission approves for rate recovery.

7. Staff, CUB, and NWIGU filed rebuttal testimony on the
 remaining issues in this

docket on May 3, 2013. NW Natural filed reply testi
mony on May 28, 2013.

` See NW Natural Gas Co. Request for a General
 Rate Revision, Docket UG 221, Order No. 12-437 at 31

Nov. 16, 2012).
Id.

4 Re NW Natural Gas Co. Mechanism for Recover
y of Environmental Remediation Costs, Docket UM

1635, Notice of Preheating Conference and Memorand
um (Dec. 10, 2012)
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8. On April 10, May 10, and May 31, 2013 the partie
s to this docket convened

settlement conferences. As a result of these set
tlement conferences, the Parties have reached

a settlement resolving all remaining issues in thi
s docket, including: (1) the issue of the

prudence of NW Natural's environmental remediat
ion costs deferred to date; (2) the appropriate

earnings test and appropriate deadband to be appl
ied to recovery of environmental remediation

costs through the Company's Site Remediation Re
covery Mechanism; (3) the appropriate rate

treatment for the costs of the Gasco Pumping Stat
ion; and (4) the appropriate state allocation

factor to be applied to environmental remediation co
sts.

AGREEMENT

Prudence

9. The Parties agree that the total net environmental reme
diation expenses incurred

by NW Natural through December 31, 2012 in the am
ount of $97,624,243 (including interest)

were prudently incurred, with the exception of $33,400
 in expenses. NW Natural confirms that

the $97,624,243 (including interest) deferred does not
 reflect expenses paid for fines or

penalties. NW Natural also agrees that the $33,400 
will not be included in the SRRM. The

Parties further agree that the insurance settlements 
finalized through December 31, 2012 were

prudently executed.

Earnings Test

10. Amounts Deferred Prior to January 1, 2013. To resolv
e the issue of the

appropriate earnings test to be applied to environmen
tal remediation expenses deferred through

December 31, 2012, the Parties agree that $7.0 mill
ion dollars of the $97,624,243 (including

interest) deferred through December 31, 2012 shoul
d be disallowed from recovery through the

SRRM, but that the remaining amounts will begin to be
 amortized through the SRRM on

November 1, 2013.

11. The amounts through December 31, 2012, describe
d in paragraphs 9 and 10

above are summarized as follows:
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Environmental Spend $97,624,243

Insurance receipts $40,704,064

Net $56,920,179 balance at 12/31/2012

Reduction per prudence review $33,400

Reduction per settlement $7,000,000

SRRM amount through 12/31/2012 $49,886,779

12. Amounts Deferred on or After January 1, 2013. The Parties
 agree that the

earnings test to be applied to environmental remediation exp
enses deferred on or after January

1, 2013 will be conducted on an annual basis as follows in th
is section and in Sections 13 and

14 below:

a. If the Company's results of operations ("ROO") for a given y
ear show that

the Company earnings were below 75 basis points below th
e Company's authorized

return on equity in that year ("Authorized ROE"),5 the Company will be allowed to collect

all of the prudently incurred environmental remediation expens
es deferred in that year.

b. If the Company's ROO for a given year shows that the Compan
y's

earnings are between 75 basis points below Authorized ROE
 and Authorized ROE (or at

ROE), the Company will credit to the balance of the SRRM, up
 to the amount deferred

for that year net of insurance proceeds or third-party recoverie
s allocated to that year

under paragraph 12 below ("Net Amount Deferred"), 10 percent 
of its earnings between

75 basis points below Authorized ROE and Authorized ROE
.

c. If the Company's ROO for a given year show that the Compa
ny's

earnings are above Authorized ROE but less than or equal to 5
0 basis points above

Authorized ROE, the Company will credit to the balance o
f the SRRM, up to the Net

Amount Deferred: (1) 80 percent of the Company's earnings
 between Authorized ROE

and 50 basis points above Authorized ROE; and (2) 10 perc
ent of its earnings between

75 basis points below Authorized ROE and Authorized ROE
.

5 If the Commission approves a change to the Company's authorized
 ROE that is effective during a year,

the Authorized ROE will be calculated based on a monthly weight
ed average of the ROEs authorized in

that year.
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d. If the Company's ROO for a given year shows that 
the Company's

earnings are more than 50 basis points above Aut
horized ROE, the Company will credit

to the balance of the SRRM, up to the Net Amount D
eferred: (1) 95 percent of its

earnings above 50 basis points above Authorized 
ROE; (2) 80 percent of its earnings

between Authorized ROE and 50 basis points above
 Authorized ROE; and (3) 10

percent of its earnings between 75 basis points be
low Authorized ROE and Authorized

ROE.

e. In no case will the credit to the SRRM in a given year r
esulting from the

above earnings test be higher than the Net Amount De
ferred in that year. Parties, during

prudence review of these expenses, reserve the right t
o inquire about the timing of

deferred expenses, and to argue that a different timi
ng should be imputed to the extent

the Parties believe the timing was influenced by the Co
mpany's anticipated or calculated

earnings in any particular year.

In the event that the Commission were to modify or cla
rify the

methodology for how the utility determines and reports
 its Results of Operations, such

modification or clarification will apply to the ROO as desc
ribed in this stipulation.

13. Application of Insurance Proceeds and Third-Party Rec
overies. Insurance

proceeds and third-party recoveries will be credited to 
the SRRM as follows:

The insurance proceeds or third-party recoveries recei
ved as of the close

of business December 31, 2012 will be credited against e
xpenses deferred prior to that

period for purposes of rate recovery and the earning
s test.

b. Any insurance proceeds or third-party recoveries recei
ved after close of

business December 31, 2012 will be credited against t
he amounts approved for

amortization in the SRRM in equal amounts per year
 over the 10-year period following

NW Natural's receipt of the funds, for purposes of rate
 recovery and the earnings test.
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c. The Parties agree that once insurance proceeds
 or third-party recoveries

are received by the Company, those amounts wi
ll incur interest, until credited to

customers in accordance with the above provision
s of this section 13, at a rate

calculated as the weighted average of the 5-year T
reasury Bill rate plus 100 basis

points, at a 4/5th weighting, and the Modified Blended
 Treasury Rate, at a 1/5t"

weighting.

14. Reexamination of SRRM and Earnings Test. Afte
r the sooner of: (1) the date on

which the amount collected from customers through th
e SRRM reaches $250 million, or (2) 10

years elapses after the SRRM's adoption, any party ma
y petition the Commission to change the

SRRM, including advocating for its elimination or a n
ew construct. The SRRM as adopted in

UG 221 and in this case will remain in place until alt
ered by Commission decision.

Gasco Pumping Station

15. The capital costs associated with the Gasco Pumpin
g Station will be evaluated

for prudence following its completion, expected by the
 end of the third quarter of 2013. If the

Commission determines that costs associated with the
 Gasco Pumping Station were prudently

incurred, those costs will be included in base rates a
t the time of the first subsequent Purchased

Gas Adjustment. The Parties will work collaborati
vely to determine the extent to which any

insurance amounts received in the future should be 
applied against the amounts of rate base

included in base rates for the fiasco Pumping Statio
n.

State Allocation Factor

16. The parties agree that 96.68% of the deferred costs
 amortized through the

SRRM will be allocated to Oregon customers.

General Provisions

17. This Stipulation will be offered into the record as e
vidence pursuant to OAR 860-

001-0350(7). The Parties agree to support this Stipu
lation throughout this proceeding and any

appeal, provide witnesses to sponsor this Stipulati
on at hearing, if needed, and recommend that

the Commission issue an order adopting the Stipu
lation.
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18. If this Stipulation is challenged by any other party to this procee
ding, the Parties

agree that they will continue to support the Commission's adopti
on of the terms of this

Stipulation. The Parties reserve the right to cross-examine witnesses a
nd put in such evidence

as they deem appropriate to respond fully to such issues presented 
including the right to raise

issues that are incorporated in the settlements embodied in this Stip
ulation.

19. The Parties have negotiated this Stipulation as an integrated document
. If the

Commission rejects all or any material portion of this Stipulation or imp
oses additional material

conditions in approving this Stipulation, any Party shall have the right t
o withdraw from the

Stipulation, along with any other rights provided in OAR 860-001-0350(9),
 including the right to

present evidence and argument on the record in support of the Stipulat
ion, and shall be entitled

to seek reconsideration pursuant to OAR 860-001-0720.

20. By entering into this Stipulation, no Party shall be deemed to have approved,

admitted, or consented to the facts, principles, methods, or theories employe
d by any other

Party in arriving at the terms of this Stipulation, other than as specifical
ly identified in the body of

this Stipulation. No Party shall be deemed to have agreed that any provis
ion of this Stipulation

is appropriate for resolving issues in any other proceeding, except as spec
ifically identified in

this Stipulation.

21. This Stipulation may be executed in counterparts and each signed counte
rpart

shall constitute an original document.

This Stipulation is entered into by each Party on the date entered belo
w such Party's

signature.

SIGNATURE PAGE TO FOLLOW
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NW NATURAL

gy: l.. ,l%~

Printed Name:

Date: ~ ~~

CUB

By:

Printed Name:

Date:

STAFF

By:

Printed Name:

Date:

NWIGU

By:

Printed Name:

Date:
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NW NATURAL

By:

Printed Name:

Date:

CUB

By:

Printed Name:

Date:

STAFF

By:

Printed Name: a•~ a~ ~

Date:

NWIGU

By:

Printed Name:

Date:
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NW NATURAL

Printed Name:

STAFF

By:

Printed Name:

Date: Date:

CUB

,~gy: r

Printed Name: ~S _ ~ . ~~ ~~ < <1

Date: ~~ ~~ ~ 3

NWIGU

Printed Name:

Date:
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NW NATURAL

By:

Printed Name:

Date:

CUB

By:

Printed Name:

STAFF

By:

Printed Name:

Date:

NWIGU

By:

A. 6Printed Name: ~~M~y R°°Ks

Date: Date: ~' ~ 3 4 20 ~3
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1 CERTIFICATE OF SERVICE

2 I hereby certify that I served a true and correct copy of the foregoing document in Docket UM

3 1635 on the following named persons) on the date indicated below by email addressed to said

4 persons) at his or her last-known addresses) indicated below.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

Chad M. Stokes
Cable Huston Benedict Haagensen &Lloyd
cstokes@cablehuston.com

G. Catriona McCracken
Citizens' Utility Board of Oregon
catriona@oregoncub.org

Bob Jenks
Citizens' Utility Board of Oregon
bob@oregoncub.org

Jay Tinker
Portland General Electric
Pge.opuc.filings@pgn.com

Judy Johnson
Public Utility Commission of Oregon
Judy.johnsoni@state.or.us

DATED: July 11, 2013

Tommy A. Brooks
Cable Huston Benedict Haagensen &Lloyd
tbrooks@cablehuston.com

OPUC Dockets
Citizens' Utility Board Of Oregon
dockets@oregoncu b. org

Edward Finklea
Northwest Industrial Gas Users
efinklea@nwigu.org

Richard George
Portland General Electric
Richard.george@pgn.com

Jason W.Jones
PUC Staff— Department of Justice
Jason.w.jones@state.or.us

Wendy Mclnd
Office Mana
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