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)
)
)
)
)
)

ORDER

DISPOSITION: STIPULATION ADOPTED

In this order, the Public Utility Commission of Oregon (Commission)
approves a Stipulation that resolves all issues relating to the annual income tax report
filed by Northwest Natural Gas Company (NW Natural). The Stipulation authorizes
NW Natural to surcharge customers $1,964,101 for additional federal, state and local
income tax liability that was not collected in rates. To minimize the impact of this one-
time surcharge, the Stipulation also requires NW Natural to modify certain customer
credits so that these annual credits would be applied concurrently with the surcharge.

INTRODUCTION

Senate Bill 408 (SB 408), passed by the 2005 Legislative Assembly,
establishes a new method for the rate treatment of utility income taxes. Generally,
SB 408, which is codified at ORS 757.268, requires a utility to true-up any differences
between the amounts of income taxes authorized to be collected in rates from customers
and amounts of taxes actually paid that are “properly attributed” to the utility’s regulated
operations. See ORS 757.268(4). The utilities must make annual tax filings reporting
these amounts on October 15 of each year. If amounts collected and amounts paid differ
by more than $100,000, the Commission must order the utility to establish an automatic
adjustment clause to account for the difference, with a rate adjustment to be effective
June 1 of each year. See ORS 757.268(4), (6)(a); OAR 860-022-0041(8).

On October 15, 2007, NW Natural filed its annual tax report containing
information for the 2006 tax year. Through established procedures, the Commission
Staff (Staff) and other parties reviewed the report for compliance with ORS 757.268
and Commission rules codified in OAR 860-022-0041. In response to party comments
and following two settlement conferences, NW Natural made various adjustments to its
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report and ultimately filed a “Revised Amended 2006 Tax Report” that incorporated
recommendations requested by Staff.

On January 9, 2008, NW Natural also filed Advice No. 08-1, tariff
revision sheets providing for an automatic adjustment for utility income tax, to be
effective on a one-time basis for certain billings rendered on and after June 1, 2008.
The Commission approved Advice No. 08-1 during its January 22, 2008, Public Meeting.
Although review of the tax report was still pending, the Commission adopted Staff’s
recommendation to adopt the tariff, subject to later revision to incorporate any changes
deemed necessary by the Commission. See Order No. 08-045.

STIPULATION

Position of Parties

On February 15, 2008, NW Natural, Staff, the Citizens’ Utility Board of
Oregon (CUB) and the Northwest Industrial Gas Users (NWIGU) filed a Stipulation
intended to resolve all issues related to NW Natural’s 2006 Tax Report and its Revised
Amended 2006 Tax Report. A copy of the Stipulation is attached as Appendix A and
incorporated by reference. The parties supported the Stipulation with joint testimony.

The stipulating parties agree that NW Natural’s Revised Amended
2006 Tax Report is consistent with ORS 757.268 and OAR 860-022-0041. That report
shows that, during the 2006 tax period, NW Natural was authorized to collect in rates
$30.237 million for income taxes but paid $31.915 million for taxes properly attributed
to regulated operations. Consequently, the stipulating parties agree that the difference
between taxes paid and taxes collected results in a $1.678 million difference that, under
the provision of SB 408, must be surcharged to customers.

The stipulating parties note that, pursuant to OAR 860-022-0041(8)(e),
interest accrues on the surcharge amount. The total interest on the federal and state
income tax portion of the surcharge ($1.658 million) is $0.283 million, while the
total interest on the local income tax portion of the surcharge ($0.020 million) is
$0.003 million.

The stipulating parties conclude that NW Natural should recover the
total surcharge and interest of $1,964,101 as a one-time adjustment to customer bills
issued on or after June 1, 2008, and continuing through each billing cycle during the
effective month until all cycles for that month have been billed. To minimize this impact,
the stipulating parties agree that NW Natural should provide changes to its Schedule 185
and Schedule 196 “Special Annual Core Pipeline Capacity Optimization Credits” such
that the applicable annual credits would be applied to the same June 2008 bills. The
effect of combining the SB 408 surcharge with these credits results in a small net
reduction to customer bills during the one-time surcharge period.
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The stipulating parties assert that the Stipulation resolves all issues in this
proceeding and request that the Commission issue an order approving the Stipulation and
implementing its terms. No party objected to the Stipulation, and the time for doing so
has expired. See OAR 860-014-0085(5).

Discussion and Ruling

The Commission encourages parties to resolve issues and narrow the
scope of the proceedings to the extent that such actions further the public interest.
Stipulations reduce the burdens of the parties and the Commission and facilitate the
prompt completion of matters brought before the Commission for its consideration. In
this instance, there has been participation and agreement by parties representing a broad
range of interests, and no persons have interposed any objections to the Stipulation.

We agree with the stipulating parties that NW Natural’s Revised Amended
2006 Tax Report is consistent with ORS 757.268 and OAR 860-022-0041. The
Stipulation and supporting testimony is admitted into evidence pursuant to OAR 860-
014-0085. Official notice is taken of the highly confidential information contained in
NW Natural’s 2006 Tax Report and its Revised Amended 2006 Tax Report.1

We conclude that the Stipulation should be adopted in its entirety, with
one clarification relating to interest rates. As the stipulating parties note, interest accrues
on the surcharge amount at the Commission’s authorized rate for deferred accounts.
See OAR 860-022-0041(8)(e). Based on the Commission’s current use of the utility’s
authorized rate of return (AROR), the stipulating parties calculated the amount of interest
to be $0.283 million for the federal and state income taxes, and $0.003 million for local
income taxes.

All four stipulating parties are parties to pending docket UM 1147, which
is examining whether the Commission should adopt a rate other than a utility’s AROR
for deferred accounts during amortization. Because we are likely to issue an order in that
proceeding before June 1, 2008, we clarify that the amount of interest required on the
surcharge amount of $1.678 million may be modified by the terms of our final decision in
docket UM 1147.

1 Any party may object to a fact noticed within 15 days of this order. See OAR 860-014-0050(2).


















