
March 20, 2018   NWN Advice No. OPUC 17-22  
    Supplement A 

VIA ELECTRONIC FILING  

Public Utility Commission of Oregon 
Attn: Filing Center 
201 High Street SE Suite 100 
Post Office Box 1088  
Salem, Oregon 97308-1088 

Re: UG 344 – Supplemental Testimony – Tax Reform 
Application of NW Natural for a General Rate Revision 

Northwest Natural Gas Company, dba NW Natural (“NW Natural” or “Company”), 
files herewith Supplemental Direct Testimony of Kevin McVay regarding updates to Test 
Year and Revenue Requirements along with updates to Exhibits 202, 207 and 1101, the 
Direct Testimony offered in this proceeding.   

Please address correspondence on this matter to me with copies to the following: 

Zachary Kravitz 
NW Natural 
220 NW Second Avenue 
Portland, Oregon 97209 
Telephone: (503) 220-2379 
zdk@nwnatural.com 

Lisa Rackner 
McDowell Rackner & Gibson PC 
419 SW 11th Avenue, Suite 400 
Portland, OR 97205 
Telephone: 503-595-3925 
Facsimile: 503-595-3928 
lisa@mcd-law.com 

eFiling 
NW Natural 
Rates and Regulatory Affairs 
220 NW Second Avenue 
Portland, Oregon 97209 
Facsimile: (503) 721-2516 
Telephone: (503) 226-4211, ext. 3589 
eFiling@nwnatural.com 

/// 
/// 

Mark R. Thompson 
Manager, Rates & Regulatory Affairs 
Tel:  503.721.2476 
Fax: 503.721.2516 
Email:  Mark.Thompson@nwnatural.com 
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Please call me if you have questions. 
 
 
Sincerely, 
 
NW NATURAL 
 
/s/ Mark R. Thompson 
 
Mark R. Thompson 
Manager, Rates & Regulatory Affairs 
 
enclosures 
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I. INTRODUCTION AND SUMMARY 1 

Q. Please state your name and position at Northwest Natural Gas Company 2 

(“NW Natural” or the “Company”). 3 

A. My name is Kevin S. McVay.  My current position is Revenue Requirements 4 

Analytics Consultant.  My responsibilities for preparation of the revenue 5 

requirement for this rate case included direction of the load forecasting work and 6 

rate base development, coordination of tax issues, and forecasting of 7 

miscellaneous revenues and other taxes. 8 

Q. Did you previously provide testimony in this rate proceeding?   9 

A. Yes, I provided Direct Testimony appearing as NW Natural/200 and related 10 

exhibits.   11 

Q. What is the purpose of this Supplemental Testimony? 12 

A. As described in my Direct Testimony, at the time the application for a general 13 

rate revision was being finalized, federal tax reform appeared imminent but had 14 

not been finalized.  I stated that if a tax reform bill is passed, NW Natural would 15 

make appropriate supplemental filings to reflect the implication of tax reform on 16 

NW Natural’s rates. NW Natural/200, McVay/16.  This testimony provides that 17 

supplement, and shows the impact of tax reform on the revenue requirement 18 

increase that NW Natural is requesting.   19 

In this testimony, I also update depreciation expense, to reflect a 20 

correction so that the filing shows the appropriate application of the depreciation 21 
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study approved by the Commission in Docket No. UM 1808 (Order 18-007, 1 

January 5, 2018). 2 

Q. Please explain the updates to the tax areas of revenue requirement for the 3 

rate case. 4 

A. There are two elements of the revenue requirements model that are affected by 5 

tax reform.  The first impact is the direct change in income tax expenses based 6 

on the reduction of the federal income tax rate from 35% to 21%.  The second 7 

occurs in the accumulated deferred tax component of rate base, which reflects 8 

the loss of the higher “bonus” depreciation that had previously been available on 9 

a phase-out basis through the test year.   10 

Q. Please describe the change associated with the Company’s tax expense. 11 

A. In my initial testimony, the Company’s federal income tax expense was provided 12 

on line 11 of NW Natural/207, McVay, 1, which was based on the then effective 13 

35% tax rate.  On January 1, 2018, the federal income tax rate for corporations 14 

was reduced from 35% to 21%.  As a result, the Company has updated tax 15 

expense in line 11, row “d” of NW Natural/1201 (updating NW Natural/207) to 16 

reflect the new tax rate.  Additionally, the tax expense was affected by changes 17 

to permanent difference amounts included in the tax expense calculations 18 

resulting from the new law.  19 

Q.   Please further describe the changes to permanent differences that are 20 

included in the calculation of tax expense. 21 
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A. There were two changes to the permanent differences as a result of the new law.  1 

The first change was to recognize that the Meals and Entertainment deduction 2 

for tax would be completely eliminated under the new law, as compared to the 3 

50% deduction that had been available.  The other change was to reflect that 4 

expenditures supporting employee use of mass transit and other transportation 5 

benefits by employees are no longer deductible for tax purposes.  The new 6 

permanent differences for both the Base and Test Year are shown on line 9 of 7 

NW Natural/1201 (updating NW Natural/207). 8 

Q. Please describe the second element of tax reform as it applies to the 9 

revenue requirement in the rate case. 10 

A. The second tax reform-related update is to the accumulated deferred income tax 11 

element of rate base.  The original filed rate case included beneficial “bonus” 12 

depreciation in its calculation of incremental deferred taxes.  Under the prior law, 13 

utilities were able to immediately deduct an extra or “bonus” amount of 14 

depreciation related to new investment.  The bonus was 50% of new investment 15 

in 2017, but phasing out to 40% in 2018 and 30% in 2019, after which the bonus 16 

depreciation would discontinue.  Under the new law, no bonus rates at all are 17 

available for investment after September 27, 2017.  Without the bonus level of 18 

depreciation for purposes of tax calculations, the traditional MACRS accelerated 19 

tax depreciation schedules are used, but provide a lower tax deduction, and 20 

produce lower incremental deferred taxes.  The decrease in Oregon accumulated 21 

deferred taxes from the previously filed rate base is $4.2 million for the Base 22 
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Year, and $26.1 million for the Test Year.  The Base Year levels are changed 1 

due to the law’s retroactive elimination of bonus treatment starting in September 2 

2017. 3 

Q. Please explain the updates that you made to depreciation expense.  4 

A. In Docket UM 1808, the parties agreed that the Company would use the 5 

stipulated depreciation rates as the basis for its depreciation rates in its next rate 6 

case.1    In developing our rates for the rate case based on the stipulated 7 

depreciation rates, the Company used a forecasting model to calculate 8 

depreciation expense and accumulated depreciation for future months through 9 

the end of the Test Year.  During the discovery process, Staff requested an 10 

Excel-based file to review our plant and depreciation calculations in the rate case 11 

rather than the forecasting model that the Company used to generate the gross 12 

plant, accumulated depreciation, and depreciation expense.  In response to this 13 

request, we provided an excel-based file that generated the rate case numbers 14 

for Staff.  15 

In the process of producing the new model, however, it was noted that the 16 

results of the stipulated depreciation rates were not entirely incorporated into the 17 

calculation of depreciation expense in our filed rate case.   Most notably, there 18 

were several depreciation rates that were incorrect per the stipulated 19 

depreciation rates approved by the Commission, and also the amortization 20 

                                            
1 In the Matter of NW Natural’s Updated Depreciation Study, UM 1808, Order No. 18-007, Jan. 5, 2018.   
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credits that were determined in the stipulation had not been applied.  Additionally, 1 

to implement the amortization method on several plant accounts per the 2 

stipulated depreciation rates, a retirement of plant assets was included in those 3 

accounts for assets that would have been completely amortized by November 1, 4 

2018, the implementation date of the study.  Those issues are all corrected with 5 

this filing.  Those corrections are evidenced on line 15 of Exhibit NW 6 

Natural/1202 (updating NW Natural/202). 7 

Q. Did you make any other changes to the original filing made by NW Natural? 8 

A. No, I have not made any other changes to the original filing made by NW Natural.  9 

The changes reflected in this supplemental filing are limited to the updates to 10 

reflect the impacts of tax reform on the filing, and the updates to depreciation 11 

expense described.   12 

Q. What is the net effect of the changes you have made on NW Natural’s 13 

originally requested revenue requirement in this case?  14 

A. The overall effect is to reduce the requested increase in revenue requirement 15 

from $52.45 million (or $40.38 after the adjustment for decoupling is factored in), 16 

to $37.8 million (or $25.7 after the decoupling adjustment).   17 

Q. Please describe the impact of the change in the revenue requirement to the 18 

proposed revenue increases by rate schedule and the average bill impacts. 19 

A.  As shown on NW Natural/1203 (updating NW Natural/1102), the total revenue 20 

increase on a percentage basis is lower for each rate than it was as compared to 21 

the original filing. The overall rate increase as shown on that schedule is 6.05%, 22 
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as compared to 8.39% originally, and the percentage change in revenue for 1 

residential customers is 6.52%, as compared to 9.04% originally.  2 

Q. Does this conclude your direct testimony? 3 

 Yes. 4 
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CERTIFICATE OF SERVICE 
UG 344 

 
 I hereby certify that on March 20, 2018 I have served by electronic mail the foregoing 
SUPPLEMENTAL DIRECT TESTIMONY AND EXHIBITS OF KEVIN MCVAY TO NW Natural’s 
Oregon General Rate Revision upon all parties of record in docket UG 344, which is the 
Company’s current general rate case. 
 

  
UG 344

 
 

OPUC DOCKETS      
OREGON CITIZENS UTILITY BOARD 
dockets@oregoncub.org 

ROBERT JENKS      
OREGON CITIZENS UTILITY BOARD 
bob@oregoncub.org 
 

MICHAEL GOETZ 
OREGON CITIZENS UTILITY BOARD 
MIKE@oregoncub.org 
 

MCDOWELL RACKNER & GIBSON PC 
dockets@mrg-law.com 

MARIANNE GARDNER 
PUBLIC UTILITIES COMMISSION 
Marianne.gardner@state.or.us 

STEPHANIE ANDRUS 
PUBLIC UTILITY COMMISSION  
Stephanie.andrus@state.or.us 
 

Brad Mullins 
Mountain West Analytics 
brmullins@mwanalytics.com 

CHAD M. STOKES 
CABLE HUSTON BENEDICT 
HAAGENSEN & LLOYD 
cstokes@cablehuston.com 

EDWARD FINKLEA 
NORTHWEST INDUSTRIAL GAS USERS 
efinklea@nwigu.org 

BRYAN CONWAY 
PUBLIC UTILITY COMMISSION  
bryan.conway@state.or.us 
 

 
  

DATED March 20, 2018, Portland, OR. 
 
 
 
          
  /s/ Erica Lee__________    
 Erica Lee 
 Rates & Regulatory Affairs 
 NW NATURAL 
 220 NW Second Avenue 
 Portland, Oregon 97209-3991 
 503.226.4211, extension 3589 
 erica.lee@nwnatural.com 


