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ENTERED SEP 34 2013

BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON
UM 1651
In the Matter of

NORTHWEST NATURAL GAS ORDER
COMPANY, dba NW NATURAL,

Recovery of Carryiﬂg Costs on Working
Gas Inventory.

DISPOSITION: STIPULATION ADOPTED
L SUMMARY

In this order, we adopt the stipulation of the parties regarding Northwest Natural Gas
Company’s, dba NW Natural, recovery of carrying costs on working gas inventory,
including a $4.5 million inventory level for the 2013 Purchased Gas Adjustment (PGA)
year.

IL BACKGROUND

On December 30, 2011, NW Natural filed Advice No. 11-19, an application for a general
rate revision. We docketed the filing as UG 221 and suspended it for investigation. One
issue in that proceeding was the inclusion in rate base of NW Natural’s gas inventory.
The parties agreed to a partial stipulation that provided, in relevant part, that cushion gas,
which 1s permanent gas required to maintain operational pressure and prevent water
deterioration in an underground storage reservoir, would be included in rate base. The
parties further agreed that working gas, which is gas that flows in and out of the storage
reservoir (or LNG tank) to serve customer loads, would be removed from rate base and
subject to a separate proceeding. We adopted this stipulation in Order No. 12-408.

On May 1, 2013, NW Natural initiated this docket, UM 1651, by filing testimony that
proposed a level of working gas to be included in rate base, and a rate of return.” The
Northwest Industrial Gas Users (NWIGU) was granted party status in this docket. The
Citizens’ Utility Board (CUB) intervened as a matter of right under ORS 774.180.

*In a separate filing, docketed as UM 1496(2), NW Natural sought and obtained authorization to defer
expenses related to working gas inventory for the period November 1, 2012 through October 31, 2013. See
Order No. 12-412.
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Following settlement discussions, and before any Staff or intervenor testimony was filed,
NW Natural, CUB, NWIGU, and Staff submitted a stipulation on July 11, 2013, to
resolve all issues in this docket. On August 6, 2013, the stipulating parties filed joint
testimony supporting the stipulation.2

II1. THE STIPULATION

The stipulation between NW Natural, CUB, NWIGU, and Staff resolves all issues related
to NW Natural’s rate recovery for working gas for the period November 2012 to October
2013. It also addresses how carrying costs will be treated on a going forward basis.

We divide our discussion into three parts. Because the stipulation refers to arguments
that were originally raised in testimony filed in docket UG 221, we begin with a summary
of the parties’ arguments from that rate case proceeding. Next, we address NW Natural’s
proposed treatment of recovery of carrying costs on its working gas inventory as
originally filed in this docket. Finally, we summarize the terms of the proposed
stipulation. |

A. UG 221 Arguments
1. Appropriateness of Working Gas Inventory in Rate Base

Staff and CUB opposed NW Natural’s request to include its average working gas

inventory in rate base. Both parties argued it was bad regulatory policy, and Staff argued

that it was uncommon for local distribution companies like NW Natural to include gas

storage inventory in rate base. Instead, Staff asserted that the Commission should

examine carrying costs of working gas inventory as part of NW Natural’s PGA
~mechanism. Staff explained that: :

Embedding an average working gas inventory into rate base and allowing
the Commission-approved authorized rate of return on equity on that
inventory is less accurate than updating working gas inventory in NWN’s
annual PGA, with an allowance for the carrying costs of what then
becomes a short term asset, i.e. because working gas inventory is reviewed
annu§11y the carrying costs of such an asset would never be more than one
year.

% Consistent with the Administrative Law Judge’s memorandum in this proceeding, the Commission
reiterates that parties must file written testimony or a brief in support of a proposed stipulation, in
accordance with OAR 860-001-0350, and should do so contemporaneously with the filing of the
stipulation.

> UG 221, Staff /1900; Zimmerman/2 (July 20, 2012).
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NW Natural responded that this Commission has historically allowed it and other Oregon
local distribution companies to place its working gas in rate base. NW Natural compared
working gas inventory to the fuel stock of electric utilities that is included in rate base.
NW Natural added that, in the PGA, it includes the cost of working gas estimated to serve
load in the coming year in the commodity cost of gas making up the weighted average
cost of gas (WACOG). NW Natural states that recovery in WACOG is the return of
ratemaking component of storage gas, while the storage gas in rate base is the return on
component, also referred to as carrying costs.*

NW Natural added that recovery of carrying costs for working gas inventory through the
PGA would be inconsistent with the Commission’s industry-wide PGA guidelines, and
that annual PGA review has no bearing on whether an inventory asset is short-term.
Further, NW Natural asserted that including the carrying costs of storage gas in the
WACOG would introduce many complexities to the PGA process, including questions of
allocation, recovery lag, and questions on how to calculate the carrying costs and include
in the WACOG.

2. Gas Inventory Balances

Staff also opposed NW Natural’s proposed level of working gas inventory. Staff argued
that the volume of stored gas should closely match the actual gas withdrawn to serve
peak load and that there should be little inventory from year to year that could be labeled
as gas inventory and included in rate base.

NW Natural explained that its storage inventories increase due to mild weather and
winter purchases of cheaper gas. NW Natural added that it strives to fill its storage at the
beginning of the heating season, and mild weather results in less cycling of storage gas.
Further, although NW Natural typically purchases storage gas in the off-peak months, the
company will also purchase winter supplies when they are cheaper. NW Natural believes
this is a prudent practice because over 90 percent of the gas cost savings flow back to
customers.®

NW Natural further explained that its storage balance for working gas has never reached
zero. From December 2003 through December 2011, the average system balance of
working gas inventory was $60.9 million. The lowest balance during this time was $14.7
million in April 2005, representing 30.3 million therms, and the highest balance was
$106.7 million, representing 156.3 million therms.

UG 221, NWN/1900; Siores/16-22 (June 15, 2012).
UG 221, NWN/3000; Siores/9-10 (August 9, 2012).
UG 221, NWN/1900; Siores/19-20 (June 15, 2012).



B. NW Natural’s UM 1651 Proposal

In this proceeding, NW Natural recommended the Commission follow traditional
regulatory practice and allow the company to recover its carrying costs by placing its
working gas inventory in rate base and earning a return on those amounts at its authorized
rate of return. Specifically, NW Natural proposed recovery of $5.9 million based on a
13-month average working gas inventory of $52.3 million. NW Natural stated that it
determined its working gas inventory using actual balances from October 2012 through
March 2013, and forecasted balances from April 2013 through October 2013. NW
Natural explains that it calculated the carrying costs, or revenue requirement, on this
inventory by applying its 7.78 percent approved weighted cost of capital (rate of
return)—the rate traditionally applied to all utility property that is used and useful in
providing utility service.

NW Natural recognized that its proposed level of working gas inventory had increased
from amounts stated in docket UG 221. The company explained that the impact of truing
up its rate forecast assumptions from docket UG 221 with actual data resulted in an
increase of $17 million, or an increase in working gas inventory from $35.3 million to
$52.3 million. NW Natural added that the larger balance of storage inventory is due to
milder than normal weather and opportunities to purchase cheaper winter supplies, as
discussed above.”

NW Natural also provided information to respond to concerns raised in docket UG 221
about its gas inventory. The company explained that even if there is peak weather and
NW Natural withdraws all of its working gas by the end of a heating season, it would still
have had an average balance of working gas inventory that it would have needed to
finance during that year. N'W Natural stated that this is the average balance of working
gas invez;tory that must be carried in order to ensure the company can meet its customer
demand.

NW Natural added that working gas inventory benefits customers by enabling NW
Natural to meet its customer demand. Working gas inventory also provides significant
cost savings compared to capacity costs on the Northwest Pipeline. N'W Natural
estimated this savings at $41 million annually, by using the current Northwest Pipeline
rate of 41 cents times 275,000 dekatherms/day of year-round capacity (if it were
available).” Finally, NW Natural listed additional benefits from working gas inventory
including: (1) allowing supply and demand to be balanced daily, and thus avoiding
upstream pipeline balancing penalties; (2) providing pressure support to the distribution
system; and (3) allowing for off-peak purchases at lower prices.

T NWN/100; Siores/8.
® NWN/100; Siores/5-6.
? NWN/100; Siores/7.
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Finally, NW Natural proposed to modify the stipulation adopted in docket UG 221 to
address recovery of its carrying costs during the next PGA period (November 2013 —
October 2014). Rather than repeat the process used in this proceeding, NW Natural
proposed to place $4.5 million of revenue requirement in permanent base rates in the
2013-14 PGA., N'W Natural states that this $4.5 million represents the revenue
requirement of NW Natural’s forecasted working gas inventory balances for the
November 2013—October 2014 time period of $39.9 million. NW Natural explained that
a deferral would be unnecessary under this proposal, and would represent a return to past
practice of including working gas inventory in rate base.

C. Stipulated Agreement

The stipulation provides that NW Natural should be allowed to amortize $4.5 million,
before interest, to represent the carrying costs on working gas inventory for the PGA year
November 1, 2012 through October 31, 2013. After settlement discussions, NW Natural,
CUB, Staff, and NWIGU agreed upon $4.5 million for the revenue requirement amount.
The parties state that they considered all the points raised and determined that including
$4.5 million on an ongoing basis represented a reasonable resolution. The $4.5 million
will be allocated on an equal percentage of margin basis to all sales customers. Subject
to Commission approval, NW Natural will implement a rate adjustment on November 1,
2013.

The stipulation also provides that, with regard to PGA years beginning on and after
November 1, 2013, carrying costs on NW Natural’s working gas inventory equal to $4.5
million will be included in permanent base rates, until adjusted in a future rate
proceeding. The stipulation states that this amount represents carrying costs on
approximately $39.5 million in working gas inventory at the company’s authorized rate
of return. The parties agree that this treatment eliminates the need for further filings on
carrying costs on working gas inventory, and that this amount will remain in permanent
base rates until NW Natural’s next general rate case. The stipulation states that rate
allocation will be on an equal percentage of margin basis to all sales customers.

IV.. RESOLUTION

Based on our review of the testimony and supporting exhibits in this case, as well as the
stipulation and joint testimony in support of the stipulation, we find the settlement
reached by the parties to be appropriate and reasonable resolutions of the issues raised in
this proceeding. Rates reflecting these adjustments will be fair, just and reasonable and
provide NW Natural with adequate revenues, consistent with the standard in ORS
756.040. The stipulation should be adopted in its entirety.
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V. ORDER

I'T IS ORDERED that the stipulation by and between Northwest Natural Gas Company,
dba NW Natural, Staff of the Public Utility Commission of Oregon, the Citizens® Utility
Board of Oregon, and the Northwest Industrial Gas Users, attached as Appendix A, 1s
adopted.

Made, entered, and effective SEP 39 2013
%{2-@/{-; %Z A o — LA ] }:/!}/;’g;f/ /
" Susan K. Ackerman ' " /John Savage o
Chair T e

Co

Commissioner

A party may request rehearing or reconsideration of this order under ORS 756.561. A
request for rehearing or reconsideration must be filed with the Commission within 60 days
of the date of service of this order. The request must comply with the requirements in
OAR 860-001-0720. A copy of the request must also be served on each party to the
proceedings as provided in OAR 860-001-0180(2). A party may appeal this order by filing
a petition for review with the Court of Appeals in compliance with ORS 183.480 through
183.484.
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BEFORE THE PE}BLK.‘» UTILITY SOMMISSION
" OF OREGON

UM 1659

1o #e Matieraf ) )

e P STHPULATION
NORTHWEST NMATURAL GAS GOMPANY

Recovery of Garrying Costs gnt ‘iﬁa‘om{ﬂg Gas
nvantory,

This Stipulation is sntef e lnfa for the purpese of resalving all isses i this docket
{“Sipulation”).

1. Theparties to this Sipulation st Northwest Netutel'Gas Company-("Ni
Natural’ 0r ths “Gompany”), Gmmmlsgmﬁ Staff £'$tafl), the Cifizens! Ullity Board of Oregon

1EUB), and the Horiwest ndusirial Gag Users (NWIGU) (collpativaly, “Parties’).
BACKGROUND

2. ©nDclober 26, 2012, the Public Uity Sommission of Otegen (Comniissian™

adopted the Second Partlal Stiphlation in fhe-Campany's most réseritgsneral rate case, Docket
UG 221 ('Rate Cave Biipulation’).” The Pariiss to{his Stipulationwers -.a}sg-lpa-rties tothe Rale
Case Stipulation.

3. InParagraph 27 ofth'Rele Gase Stipulation, the Parlies addresses-certdin
Tssues related fo working gag inventory. The Parties agreed that (a) cushion gas would _
,.ﬁgnﬁme-t@- be included in rate base; {2} working gas inveniory would be exeiuded from —réfgg
‘bagse; and that the Company would regpest recovery of carrying costs on worldng gasinventory

fhrough the follswing process:

1 Thé?,re are no other partiss & i
2 Qe RV Nestural Gag Co. Reqwafi’cvf g f&enamf Raie Rev&smh Dwke'r UG 224, Order Mo, 12-408 (Oct.
26, 2012). ' ;

- UM 1851—Stiptiation Fags 1

APPENDIX A
Page 1 of 9
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8 ﬁn of taefere Novarﬁber 1, 2032 NW Namrai wx if ﬁle a daferred

mm%sgh Oﬁtoba{._ 1, 2%3“!3 a5 will be: -d‘ ermined by the
Lorrission mmugh the ;m:acess opfined balow. The Paifies
agree to support the Sempany's appl if;atien for deferred
accpunting.

b. Qn May 1, 2043, NwW-Natural will file testimony withthe.
G rnmusa on- support tig: {a) its propesed level of: wmrkm’"gas 0
3 d in rate i;fase forthe: psm:% Nﬁvem‘oer 'I zm.

3 it .

| tmg any’ nen@ssaxy
;jrg altemat ate iﬁeﬂ@lo of

4, C»onﬂsient wilthy P’a@graph 27{(a) of the Rate Case Stipelation, on @a{@mm 8,
~go1z, -.NW Natural flst-shdpplication for deferalof the carying costs as'soaiateazw Nw
Hztural's working gasTventiry for the peried Novarber 1,201 24hrough Ostober 31, 2013 in
Deckat UM 1496,° Fhe Commission siopted Staffs recommentation te apprave the
Gempany's defersal request ®

5. Consishuiisith Paragraph 27(5} of the Rate Case Stipulation, on Vay +,2013,
N Natural led testimsig m {his dozket addressing: (2} its firoposed level -i}f-v{wtki‘ﬁg gaglobe
included in rate basé for e pariod Nm@-mper, 2612 theosigh Odtober, 2013, and (b) its

proposed rate of refurn fér working gas.” In itstestimony, the Campany proggsed a total

s F\’E} NW Nai‘ur‘ez{ F%’fﬁaaestgio Rﬁaﬁ;!wnza Deferra of Cgsfs Relatédi fo Demand, Cammuoility and Capéolly
3 ; piiication far Auttarization and

o Gt -&{p 8,2012),

Ee NW Matwa.’ Request ts} ﬂsaufhwfm aefarrai of @mfg Reiated o Domand; @Omﬁ"ﬁﬂ’{ty and Capacity

Cﬁsts for Putchased - Gas Gost Mechanjsm, Docket UM 1496; QrderNo. 12-412 {(Ost, 312012

5 Re N Natural Restvery of Carrying Costs-on Werking Sas-iaveniory, Docket U 15589, i)irec::t

Testimony of Natasha Sieres (i\flay 1, 2013, ‘

UM 1651—Stipulation Page 2

APPENDIX A
Page 2 of 9
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cieferral amount Tar thie November 1, 2012 - Oeteler, 2018 periud of $5:9 milfion, before
interest, This amount wae caletlated by.applying the Conpany’s cumently authorizei rate of
retunte the 13month average of gatusl agﬁ'igraca.‘s%aﬁwarkﬁiggas iventory balances from |
Cistober 2012 - Oztober 2043, | '

6. Pursuantto Administrative Lawjaiudga Shari Pines’ Prehearing Confefenice
Memerandura of May 29, 2013, the Parties held.a setflament conference on'Nay 31, 23013, The
safilement sorfierance resultad in a resolutiéh of all the Bsuesin this ducket

" AGREENMENT

7. TheParties fg @f&iha’ci?ﬁ:@em;}a&g should be aﬂmwé;&ftﬁ amorize $4.5 million;
before Wterest; o rdpresent the Gareying costs b working gas ifightory far the Purchased Gas
Adjusiment (PG} year Novenber 1, 2012 thirpugh Octobier 81,201 3,

-8, ﬁi\ﬁth%-,reg_éﬁ't@ PGEA yoars begimm@ on a&g{%ﬁﬂéﬁﬁev@mﬁéé? 4, *2013, the Parties
agree that caﬁifgfir'___{g}jmsts stithe Company's Working gas inventary equal o $4.5 million ba
included in permianent base ratps, untlt adjusted I a:ﬁmsir@-réi@jgmggeé.i‘ng; Tl:us arrlouit
Company’s authgiized rafe of relum.
| 9. The Farlies agree fhiat the workiﬁg;‘gés.inven’tm‘ garrying cost reatment

destribed in Patagraph® eliftinates the need for further flings o carrying cists.on working gas
inveritory ang thatThe amount described iﬁ;?az‘agrap’bi&:sﬁlﬁl: reFnaln in p%ﬁmaﬁent basa rates
usttil the Gomipany's next géneral rate case. Rate alﬁq:;éﬁa&;ﬁfl he orranequal pertentage of
margin basis te all Sales customers.

10, The Parles agree that this Stipulafisnidoss net tmit ary arguments the Parties
ight wish to make in supgerof any custgmer/Companysharing leve! for the Company’s
intarstate Storage and optinizalion revenues in Docket BN 1694, includirg any argument

regarding the Cortiizatiy's rate of return on storage assets.

UM 1654 —Stipulstion Page 3

APPENDIX A
Page 3 of 9



orRDERNO. 18 F 4 g

19.  This Stipulation wil be offered into the recprd as evidence pursuantio QAR 880-
001-0350(7). The Pariies-agres to support this Stiputation troughont this proseeding and any
appeal, provide witnessas to spensor this Stipulation at hgaring, Fneeded, and reégorminiend that
the Commission issue an ofder adopﬁn'g the ‘Stipmé’gi:}n:

12, iinis Stipulation is challenged by any offier party to this proceeding, the Parlies
agres that fhey will continue to support-the Comisslon's atoplign of the terms of this
Stipulation, The Parties reserve the right to cross-axamine withssses and put in sugh evidence
s they deem appropriate:fo respond fully to sech lssues presented insiuding the right to raise

issties that are Incorparated in the setliements smbodied in this Stipifation:

18.  The Parfies have-negofiated his Stipulation as a# integfated dosument. ifthe
%‘Eggméééifmm rejects all or any aterial pertitn of this Stipulation or iniposes-additional materigh -
mnﬁ%fttanﬁﬁn approving this Stipulation, any Paaﬁ? shall have-the. r'ij@{hﬁo withelraiy from {he
:?%ﬁiﬁfu‘laii@ﬁ; slong with any other rights gidvided in OAR 860-0 *@350(9),mc?udmg the rightto |

“frasent evidence and argumerit on'the tecord-in support of the Stipulation, and shal begntﬁiad
fo seek reconsidgration pursuant to OAR 860-001-072¢.

14. By entering inte %h‘ij%‘-Sﬁipﬁufatiqm no Party shall be tlsemed to have approved,
admitted, o corsefited to the facts, principles, methads; or thesties emaloyeil by any other
Party in arriving &t thetemis of this Stipulation, other than as specifisally identifisd inthe :body- of
thig sﬁpul.a;ién; No.Parly shall be deamed to have agreed Hiatany :prov-isidn of thig Stiputation
i ’a{}pmpr%ate for resolving issuies iniany other proceeding, exeest as specifically identified in
this Stipulation.

15.  This Stipulation may be éxecuted in courteiparts.and gach signed countarpart
shall constitute an grigina) dosument. | .

This-Stipulation is entered inté by eath Party on the date entérsd bilow such Party's.
sighature.

SIGNATURE PAGE TO FOLLOW

UR 1851 —Stipulation Page 4
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Page 4 of 9



orRDERNO. 15 3F 4 g

Page §
UM 1851~Stipulation

- APPENDIX A
Page 5 of 9



NW NATURAL

By:

ORDER NO. ﬂ 3

=

Printed Nams:

A

.

I
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By:

[

PrintedName;

Date:_
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Date:

NWIGU.

By:

Printed Name:

Date:
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NV NATURAL : STAFF

By: : ‘ By: | A
v i i
Printed Name: __ _ Printed Name: C)QS@W _. jg ks

Date: N Date: \-%f/ '7)’; A

CuB ' NWSGU

By: R N By:

Printed Name: o Printed Name:

Date:. .. Date:_ ___ .
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NW NATURAL -~ STAFF

By: ~ By

Printed Name: ... , — Printad MName:

Date:___ ‘ Date:.

CuUB NWIGU

By: {~ By: ‘
Printed ﬁameGC f”‘»‘*‘m%"‘“m Printed Narne:

Date:f' Z}gpﬂf 2 w\‘w}’ Date:

UK 185 1—Stipuiation Page 6

APPENDIX A
Page 8 of 9



@

ORDER NO. 13
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By: , By:

Printed Nama: . Printed Name;

Date: o Date:

cuB NWIGU

By - S . By:

Printed Name: e Printed Name: Tapiny Aﬁnﬁwm

Dater, - A . Date: ‘*’%{%o 3
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