ORDER NO.  24-302

ENTERED Aug 29,2024

BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON
UM 2312
In the Matter of

NORTHWEST NATURAL GAS ORDER
COMPANY, DBA NW NATURAL,

Updated Depreciation Study.

DISPOSITION: STIPULATION ADOPTED
I. SUMMARY

In this order, we adopt the stipulation entered into by Northwest Natural Gas Company,
dba NW Natural, Staff of the Public Utility Commission of Oregon, and the Alliance of
Western Energy Consumers (AWEC) (collectively, Stipulating Parties) for revised
depreciation rates. The revised depreciation rates will be implemented in Docket

No. UG 490, NW Natural’s pending request for a general rate revision, subject to a
Commission decision in those proceedings. !

I1. INTRODUCTION AND PROCEDURAL HISTORY

On January 2, 2024, NW Natural filed an updated depreciation study of its gas plant in
service as of December 31, 2022. The depreciation study showed an annual depreciation
expense of $158.2 million, representing an increase of approximately $40.8 million from
the company’s current depreciation rates. In its filing, NW Natural requested to change
its depreciation rates effective November 1, 2024, representing two years since its last
depreciation rates became effective on November 1, 2022.

NW Natural, Staff, the Oregon Citizens’ Utility Board (CUB), and AWEC participated as
parties in the proceeding. Prior to the deadline for Staff and intervenor testimony, the
parties engaged in settlement discussions. The stipulating parties (Staff, AWEC, and NW
Natural) reached an agreement resolving all issues. The stipulating parties filed a

' On July 24, 2024, the parties in Docket No. UG 490 submitted a partial stipulation addressing the revenue
requirement, which incorporated the results of the stipulation in this docket.
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stipulation and joint supporting testimony on July 1, 2024. CUB takes no position on the
stipulation. The stipulation is attached as Appendix A.

III. STIPULATION

The stipulating parties agree that the revised depreciation rates set forth in the stipulation
are reasonable and should be adopted, and will result in rates that are fair, just, and
reasonable. The stipulating parties state that Staff and AWEC each conducted a
comprehensive review of the depreciation study. Staff explains that it developed a set of
proposed Iowa survival curves and average service lives for each depreciation group.
Staff analyzed net salvage rates for each plant account. Staff’s analysis resulted in several
recommended account adjustments to the survival curves, projected lives, and net salvage
rates for multiple depreciation groups.

AWEC also performed a detailed review of the depreciation study, noting that changes to
the depreciation rates as proposed are a key driver of the rate increases requested by

NW Natural in its pending general rate case (GRC), Docket No. UG 490. The stipulating
parties explain that subsequent settlement discussions resulted in the agreed-upon
depreciation parameters and resulting rates. The stipulating parties state that their intent
in this stipulation is to comply with all normalization requirements. The stipulating
parties provided a table of all depreciation parameters for the company’s utility plant by
FERC account as Exhibit A to the stipulation.

The revised depreciation rates under the stipulation will result in an annual depreciation
expense of about $135.49 million, an approximate $22.71 million decrease from the
annual depreciation expense proposed in NW Natural's initial filing. The overall
composite depreciation rate for total depreciable utility gas plant is 3.35 percent,
compared to the company’s originally proposed 3.91 percent. NW Natural agrees to use
the revised depreciation rates, as presented in the stipulation, as the basis for its
depreciation rates effective November 1, 2024, in the company’s pending GRC.

NW Natural also will simultaneously update its depreciation rates on its books when new
retail rates are effective following the GRC. The stipulation provides that the revised
depreciation parameters as set forth in Exhibit A will be used until the effective date of
the company’s next depreciation study. NW Natural agrees to file another depreciation
study no later than January 2, 2029.

IV.  RESOLUTION

Under ORS 757.140, each public utility must “carry a proper and adequate depreciation
account.” The statute requires the Commission to determine the “proper and adequate
rates of depreciation” for each of the classes of property owned by the public utility. We
review the terms of any stipulation for reasonableness and accord with the public interest.

2
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We have reviewed the depreciation study, the terms of the stipulation, and the supporting
joint testimony of the parties. We find that the parameters set forth in the stipulation
represent a reasonable and appropriate resolution of this docket. We find that the
resulting depreciation rates will provide NW Natural with proper and adequate revenues
consistent with the standard in ORS 757.140, and will result in fair, just, and reasonable
rates. The stipulating parties agreed to implement the revised depreciation rates effective
November 1, 2024, subject to a Commission decision in NW Natural’s GRC.

In Order No. 22-322, NW Natural’s prior depreciation study, we requested that the
company include testimony in its next depreciation filing to address accelerated
depreciation or other adjustments to asset depreciation schedules as a possible tool to
mitigate uncertainty about decarbonization pathways and manage potential future risks to
customers.” In its filing, NW Natural states that to be responsive to the Commission’s
directive, the company filed this depreciation study now, rather than wait until 2027.
NW Natural explains that updating its depreciation rates now to reflect the actual
operations and depreciable lives of the assets on its system will enable the company to
“begin [] discuss[ing] the justifications for, and impacts of, accelerated depreciation.”>
NW Natural states that it is not proposing accelerated depreciation in this study due to the
near term rate pressure of increasing depreciation expense in this filing to reflect the
useful lives of its assets but is open to a discussion in a future proceeding. We appreciate
NW Natural’s responsiveness and anticipate continuing to address this issue in the
company’s next depreciation rate filing. Accordingly, we reiterate our directive for the
company to include testimony addressing this topic with its next depreciation study
filing.

2 In the Matter of Northwest Natural Gas Company, dba NW Natural, Updated Depreciation Study, Docket
No. UM 2214, Order No. 22-322 at 3 (Sep 7, 2022).
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V. ORDER

IT IS ORDERED that:

1. The stipulation between Northwest Natural Gas Company dba NW Natural, Staff
of the Public Utility Commission of Oregon, and Alliance of Western Energy
Consumers, filed on July 1, 2024, attached as Appendix A, is adopted.

2. Northwest Natural Gas Company dba NW Natural shall implement the revised
depreciation rates authorized in this proceeding subject to a Commission decision
in the company’s pending general rate case in Docket No. UG 490.

Aug 29, 2024

Made, entered, and effective

Megan W. Decker Letha Tawney
Chair Commissioner

4 y

Les Perkins
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.


https://na2.documents.adobe.com/verifier?tx=CBJCHBCAABAA1-mR4538a2gfR3tB7p0tX0OmVRxHWaha
https://secure.na2.adobesign.com/verifier?tx=CBJCHBCAABAA1-mR4538a2gfR3tB7p0tX0OmVRxHWaha
https://na2.documents.adobe.com/verifier?tx=CBJCHBCAABAA1-mR4538a2gfR3tB7p0tX0OmVRxHWaha
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BEFORE THE PUBLIC UTILITY COMMISSION
OF OREGON

UM 2312

In the Matter of

NORTHWEST NATURAL GAS STIPULATION
COMPANY, dba, NW NATURAL

Updated Depreciation Study

This Stipulation resolves all issues among all parties to this docket related to
Northwest Natural Gas Company dba NW Natural’'s (“NW Natural” or “Company”)
Updated Depreciation Study (“Depreciation Study”) filed with the Commission in

docket UM 2312 on January 2, 2024.

PARTIES
1. The parties to this Stipulation are Staff of the Public Utility Commission
of Oregon (“Staff’), Alliance of Western Energy Consumers (“AWEC”), and NW
Natural (together, the “Stipulating Parties”). The Oregon Citizens’ Utility Board
(“CUB”) also is a party to this docket and has authorized the Stipulating Parties to

represent that CUB takes no position on this Stipulation.

BACKGROUND
2. OnJanuary 2, 2024, NW Natural filed with the Public Utility Commission
of Oregon (“Commission”) the updated Depreciation Study of its gas plant in service

as of December 31, 2022. ORS 757.140 requires each public utility to carry a proper

1—-UM 2312: STIPULATION
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and adequate depreciation account, and to conform its depreciation accounts to the
rates so ascertained and determined by the Commission. The Commission may
make changes in such rates of depreciation from time to time as the Commission
may find necessary. The purpose of the Depreciation Study is to determine the
annual depreciation accrual rates and amounts for accounting and ratemaking
purposes. The Depreciation Study included descriptions of the methods used in the
estimation of depreciation, the summary of annual depreciation accrual rates, the
statistical support for the life and net salvage estimates, and the detailed tabulations
of annual depreciation (“depreciation rates”).

3. The Depreciation Study set forth an annual system depreciation
expense of $158.2 million when applied to depreciable plant balances as of
December 31, 2022, which reflected an approximate $40.8 million increase to NW
Natural’s annual depreciation expense.

4, On June 10 and 14, 2024, NW Natural, Staff, AWEC and CUB
participated in settlement conferences. The discussions resulted in a settlement
among the Stipulating Parties. The Stipulating Parties agree that the depreciation
rates agreed to in this Stipulation will result in an annual depreciation expense of
approximately $135.49 million, resulting in an approximate $22.71 million decrease
from the annual depreciation expense proposed in the Depreciation Study. Attached
Stipulation Exhibit “A” Table 1 includes a complete list of all NW Natural depreciation

parameters for all utility plant by FERC account.

2—-UM 2312: STIPULATION
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TERMS OF STIPULATION

5. This Stipulation resolves all issues regarding the changes to the
Company’s depreciation rates proposed in the Depreciation Study.

6. The Stipulating Parties agree that the changes shown in Stipulation
Exhibit “A” should be made to the depreciation rates in the Depreciation Study.

7. The Stipulating Parties agree that the depreciation rates set forth in
Stipulation Exhibit “A” are reasonable and should be adopted.

8. NW Natural agrees to use the depreciation rates in Stipulation Exhibit
“A”, if approved by the Commission, as the basis for its depreciation rates in the
Company’s pending general rate case proceeding (UG 490). NW Natural will
simultaneously update its depreciation rates on its books when new retail rates are
effective following the UG 490 general rate case. For the avoidance of any doubt, it
is the Stipulating Parties’ intention to comply with all normalization requirements and,
if this Stipulation were to be determined to be out of compliance with such
requirements, the Stipulating Parties would address such determination at the next
available opportunity.

9. The Stipulating Parties agree to submit this Stipulation to the
Commission and request that the Commission approve the Stipulation as presented.

10.  The Stipulating Parties agree that this Stipulation is in the public interest,
and will result in rates that are fair, just and reasonable, consistent with the standard
in ORS 756.040.

11.  This Stipulation will be offered into the record as evidence pursuant to

OAR 860-001-0350(7). The Stipulating Parties agree to support this Stipulation

3 - UM 2312: STIPULATION
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throughout this proceeding and any appeal, provide witnesses to sponsor this
Stipulation at hearing, and recommend that the Commission issue an order adopting
this Stipulation. The Stipulating Parties also agree to cooperate in drafting and
submitting joint testimony or a brief in support of this Stipulation in accordance with
OAR 860-001-0350(7).

12.  If this Stipulation is challenged, the Stipulating Parties agree that they
will continue to support the Commission’s adoption of the terms of this Stipulation.
The Stipulating Parties agree to cooperate in cross-examination and put on such a
case as they deem appropriate to respond fully to the issues presented, which may
include raising issues that are incorporated in the settlements embodied in this
Stipulation.

13.  The revised depreciation rates should be implemented on the effective
date of NW Natural’s pending general rate request in docket UG 490, currently
expected to be November 1, 2024.

14.  The Stipulating Parties have negotiated this Stipulation as an integrated
document. If the Commission rejects all or any material portion of this Stipulation or
imposes additional material conditions in approving this Stipulation, any of the
Stipulating Parties are entitled to withdraw from this Stipulation or exercise any other
rights provided in OAR 860-001-0350(9).

15. No later than January 2, 2029, five years from the filing date of this UM
2312, NW Natural shall file with the Commission another detailed depreciation study
of its utility property. The depreciation parameters detailed in Stipulation Exhibit “A”

Table 1 will be utilized until the effective date of the next depreciation study.
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16. By entering into this Stipulation, no Stipulating Party approves, admits,
or consents to the facts, principles, methods, or theories employed by any other
Stipulating Party in arriving at the terms of this Stipulation, other than those
specifically identified in the body of this Stipulation. No Stipulating Party shall be
deemed to have agreed that any provision of this Stipulation is appropriate for
resolving issues in any other proceeding, except as specifically identified in this
Stipulation.

17.  The substantive terms of this Stipulation are not enforceable by any
Stipulating Party unless and until adopted by the Commission in a final order. Each
Stipulating Party avers that it is signing this Stipulation in good faith and that it
intends to abide by the terms of this Stipulation unless and until this Stipulation is
rejected or adopted only in part by the Commission. The Stipulating Parties agree
that the Commission has exclusive jurisdiction to enforce or modify this Stipulation.
If the Commission rejects or modifies this Stipulation, the Stipulating Parties reserve
the right to seek reconsideration or rehearing of the Commission order under ORS
756.561 and OAR 860-001-0720 or to appeal the Commission order under ORS
756.610.

18.  This Stipulation may be executed in counterparts and each signed
counterpart shall constitute an original document.

This Stipulation is entered into by each Stipulating Party on the date entered

below such Stipulating Party’s signature.

5—-UM 2312: STIPULATION
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STAFF AWEC
By: /s/ Stephanie Andrus By: /s/ Chad Stokes
Date: July 1, 2024 Date: July 1, 2024
NW NATURAL

By: /s/ Eric W. Nelsen

Date: July 1, 2024

Stipulation Exhibit “A” Table 1 Summary of Depreciation
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