
ORDER NO. 07-221

ENTERED 06/05/07
BEFORE THE PUBLIC UTILITY COMMISSION

OF OREGON

UM 1283

In the Matter of

MDU RESOURCES GROUP, INC.,

Application for Authorization to Acquire
Cascade Natural Gas Corporation.

)
)
)
)
)
)

ORDER

DISPOSITION: STIPULATION APPROVED;
AMENDED APPLICATION GRANTED

On November 8, 2006, MDU Resources Group, Inc., filed an application
to purchase Cascade Natural Gas Corporation. After several months of negotiations, an
amended application supplemented by a stipulation containing additional commitments,
and supporting testimony were submitted for approval. The Public Utility Commission
of Oregon (Commission) approves the amended application and stipulation and
consequently approves the transaction.

Procedural Background

After MDU Resources Group, Inc. (MDU Resources), filed an application
to acquire Cascade Natural Gas Corporation (Cascade), a notice of intervention was
received from the Citizens’ Utility Board (CUB) on November 20, 2006. Petitions to
intervene were submitted by Northwest Industrial Gas Users (NWIGU), Northwest
Natural Gas Company, Community Action Directors of Oregon and Oregon Energy
Coordinators Association (CADO-OECA), NW Energy Coalition, and PacifiCorp dba
Pacific Power & Light Company. The petitioners were found to have sufficient interest
in this proceeding and that their appearances will not unreasonably broaden the issues,
burden the record, or delay the proceedings. Accordingly, the petitions were granted.

A prehearing conference was held on December 8, 2006, at which a
schedule was established. Public comment meetings were held in Pendleton and Bend,
Oregon, on January 24 and 31, 2007, respectively. Additional dates were set for
testimony submission and settlement conferences.
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A general protective order was signed on December 8, 2006. See Order
No. 06-661. MDU Resources moved for additional protection on March 1, 2007, then
withdrew that motion and submitted another motion on March 15, 2007. In the later
motion, MDU Resources outlined a procedure for exchanging certain information that
was not challenged by any party. Because there was no controversy, no ruling was
required, and the motion was dismissed on March 22, 2007. In addition, on March 21,
2007, MDU Resources moved to suspend the schedule to further negotiations. That
motion was also granted on March 22, 2007.

MDU Resources filed an amended application and Stipulation
(Stipulation) containing additional commitments on May 1, 2007. The Stipulation is
attached as Appendix A. Supporting testimony was filed on May 18, 2007. The
Stipulation was signed by MDU Resources, Cascade, CUB, NWIGU, and the
Commission Staff (Staff). MDU Resources requested expedited consideration of the
Stipulation, so that an order would be entered prior to June 5, 2007. To meet that request,
the period for comments on the Stipulation was shortened to May 29, 2007. No
comments were received.

Applicable Law

Oregon Revised Statute 757.511 bars acquisition of “the power to exercise
any substantial influence over the policies and actions of a public utility” without approval
of the Commission. The statute sets forth the filing requirements, as well as the legal
standard the Commission shall employ to review the application:

The commission promptly shall examine and investigate
each application received pursuant to this section and shall
issue an order disposing of the application within 19
business days of its receipt. If the commission determines
that approval of the application will serve the public
utility’s customers in the public interest, the commission
shall issue an order granting the application. The
commission may condition an order authorizing the
acquisition upon the applicant’s satisfactory performance
or adherence to specific requirements. The commission
otherwise shall issue an order denying the application. The
applicant shall bear the burden of showing that granting
the application is in the public interest.

ORS 757.511(3).



ORDER NO. 07-221

3

That language was interpreted by the Commission in docket UM 1011,
which was opened for the purpose of considering the legal standard for Commission
approval of mergers under ORS 757.511. The Commission concluded that the statute
directed a two part analysis: “first, the assessment that utility customers will be served;
second, the demonstration that granting the application is in the public interest. * * *
Therefore, in addition to finding a net benefit to the utility’s customers, we must also find
that the proposed transaction will not impose a detriment on Oregon citizens as a whole.”
Order No. 01-778, at 11.

The comparator used to measure the net benefits conferred by the acquired
utility can be difficult to determine. The Commission first addressed the issue in docket
UM 1121, in which it considered the sale of a utility held by a bankrupt parent to an
investment company. See Order No. 05-114, at 18. In that case, the Commission
determined the net benefits by comparing the transaction to a utility acting as a stand-
alone company, as the utility in that case was under the circumstances in effect at that
time. See id. In another case, in which the Commission reviewed the sale of a utility by
one parent company to another parent company, the Commission stated that it determined
net benefits by comparing the proposed acquisition of the utility to “the continued
prudent and well-managed operation of” the utility under its current owner. See UM
1209, Order No. 06-082, at 3 (quoting Staff testimony Staff/100, Conway/21).

Application

The amended Application, filed on May 1, 2007, sets forth the terms of the
transaction. MDU Resources created Firemoon Acquisition, Inc. to acquire Cascade, and
the three entities entered into a merger agreement as of July 8, 2006. Upon closing of the
transaction, Firemoon Acquisition, Inc. will merge with Cascade, and Cascade will
continue in existence as the surviving corporation. Each share of Cascade common stock
will be canceled and converted into the right to receive $26.50, as set forth in the merger
agreement. Each share of Firemoon Acquisition, Inc. will be converted into one share of
common stock of the surviving corporation, the newly acquired Cascade. Upon
completion of the transaction, Cascade will be an indirect, wholly owned subsidiary of
MDU Resources, and MDU Resources will be an affiliated interest of Cascade, as
defined in ORS 757.015(1). MDU Resources has already obtained approval for the
transaction in North Dakota and Minnesota, in which it already operates public utilities.

MDU Resources, through its various subsidiaries, is engaged in several
lines of business which focus on the energy and natural resources industries, seeking to
achieve long-term growth for shareholders and make long-term acquisitions in its fields.
In addition, MDU Resources touts its financial resources to successfully complete the
proposed acquisition and operate the combined companies. Under the merger agreement,
MDU Resources committed to complete the acquisition without any financing conditions.
MDU Resources asserts that it has the financial strength to complete the acquisition and
provide Cascade with access to necessary capital at reasonable cost for safe, efficient, and
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reliable operation of its business. MDU Resources expects its acquisition to maintain or
improve Cascade’s current credit rating and overall cost of capital.

The amended Application is further supplemented by commitments agreed
to in the Stipulation, which are discussed in detail below.

Terms of the Stipulation

Access to Relevant Information

According to the terms of the Stipulation, Cascade will maintain its own
accounting documentation, and certain financial information and filings will be
accessible in Cascade’s Washington office. See Commitment 1. Cascade will maintain
financial statements and other financial books and records separately from the books and
records of MDU Resources. See Commitment 2. Further, Cascade and MDU Resources
will provide Commission access to all records relating to transactions between Cascade
and its affiliated interests. See Commitment 3. MDU Resources agrees to comply with
Commission audits as they relate to the basis for charges to Cascade, as provided under
Oregon law or regulation. See Commitment 4. Cascade or MDU Resources also agrees
to notify the Commission as soon as practicable following any public announcement of
certain mergers or acquisitions. See Commitment 8. Cascade or MDU Resources will
provide the Commission, upon request, to all information provided by and to credit rating
agencies that would lead to information regarding Cascade. See Commitment 15. MDU
Resources and Cascade agree to provide access to the portions of corporate minutes and
related documents that may lead to relevant information regarding Cascade’s business
and associated risk analysis. See Commitment 26. The conditions of the Stipulation do
not waive any applicable confidential treatment of information. See Commitment 18.

Rate Credits and Other Rate Issues

In Commitment 11, MDU and Resources commit to provide annual rate
credits of $200,000 to Oregon customers, beginning with the fall 2008 PGA rate
adjustment and continuing through December 31, 2012. The rate credits will not be off-
settable for the first three years. After that, the credits may be offset by the amount that
Cascade can demonstrate in a rate case that Oregon-allocated administrative and general
expenses in Cascade’s rates are lower than the benchmark set in the stipulation and have
not been shifted to other accounts.

MDU Resources and Cascade also provide a benchmark for the
administrative and general costs allocated to Cascade and stipulate that allocated costs
will not exceed costs that would have been paid absent the acquisition, adjusted for
inflation. See Commitment 10. The decoupling mechanism approved for Cascade in
docket UG 167 will be continued through September 30, 2012, unless modified by the
Commission and as amended by the stipulation in docket UG 173, also approved on this
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day. See Commitment 32(a). The Earnings Mechanism established in docket UM 903
will also be extended until September 30, 2012, unless modified by the Commission. See
Commitment 32(c). The Stipulation also notes modifications to the Earnings
Mechanism, in accordance with the stipulation in docket UG 173: the earnings band is
increased to 215 basis points, and the baseline return on equity is set at 10.1 percent.
See id.

In addition, the Stipulation contained several provisions that would hold
ratepayers harmless from certain costs related to the transaction. For instance, all costs of
the transaction will be excluded from Cascade’s utility account for ratemaking purposes.
See Commitment 14. Further, Cascade will not advocate for a higher cost of debt or
equity as compared to what it would have argued absent the transaction. See
Commitment 17. Finally, Cascade and MDU Resources commit to not proposing rate
recovery of the acquisition premium in rates. See Commitment 24.

Financial Stability and Ringfencing

Certain conditions ring-fence Cascade from MDU Resources financially.
Cascade will maintain its debt and preferred equity separately from MDU Resources, and
will also maintain its own corporate credit ratings. See Commitment 13. In
Commitments 27 and 28, limitations are placed on Cascade’s ability to pay dividends to
MDU Resources. If dividends are paid, and increase by more than 10 percent over the
previous quarter at any point through December 31, 2016, Cascade will notify the
Commission. See Commitment 29.

Additional provisions relate to the structure of MDU Resources and
Cascade. In Commitment 5, Cascade states that it will not hold any diversified holdings
and investments of MDU Resources. Further, Cascade will operate as an indirect wholly
owned subsidiary of MDU Resources, but will not issue debt on behalf of MDU
Resources and will hold Oregon customers harmless from any financial risk exposures of
MDU Resources other affiliates. See Commitments 6, 16. Provisions for the possibility
of MDU Resources filing for bankruptcy were also set forth: in Commitment 7, Equico
is established as a holding company for Cascade, and at least one director will be an
Independent Director not affiliated with MDU Resources; in Commitment 30, Cascade
commits to obtaining a non-consolidation opinion within three months of closing the
transaction, in which Cascade would not be brought into any possible bankruptcy filing
by MDU Resources.

Cost Allocation and Cross-Subsidization Issues

Commitment 9 provides for filing of an Inter-company Administrative
Services Agreement with the Commission for review. The corporate and affiliate cost
allocation methodologies to be used in the agreement are set forth in Commitment 12.
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Low-Income Programs and Public Purposes Funding

Cascade committed to providing at least $12,500 per year in funding low-
income client education programs to the community action agencies that are currently
implementing Cascade’s low-income public purposes program. See Commitment 34.
Cascade will also maintain at least its current level of charitable contributions in Oregon.
See Commitment 25. Finally, Cascade pledges to contribute funding to the Energy Trust
of Oregon and community services agencies at the level established in docket UG 167
through September 30, 2012, as long as it is included as a cost of service for ratemaking
purposes. See Commitment 32(b).

Quality of Service Measures

To maintain its quality of service, Cascade commits to maintaining
adequate staffing in Oregon. See Commitment 22. Further, MDU Resources and
Cascade affirm their commitment to the Service Quality Measures established in docket
UG 167. Those provisions include revenue requirement reductions for failure to comply
with performance standards and customer guarantees, which would be paid as directed by
the Commission and excluded from Cascade’s regulatory accounts and results of
operations. See Commitment 32.

Implementation and Compliance Issues

The Stipulation establishes several procedures for disputes over its
implementation of its provisions. A notice and penalty provision will apply if MDU
Resources or Cascade violate any commitment. See Commitment 20. An additional
provision governs disputes between Staff and Cascade or MDU Resources regarding
Staff’s requests for books, documents, or records. See Commitment 21.

In implementing this Stipulation, no provision shall limit the Commission’s
authority under relevant statutes and administrative rules. See Commitment 19. In
addition, Cascade will report to the Commission annually through 2012 regarding its
implementation of the provisions set forth in the stipulation. See Commitment 23.
Finally, the Commission may consider and adopt provisions adopted by other jurisdictions
in approval of this application, within certain limitations. See Commitment 31.

Remaining Commitments

In addition to the other provisions, Cascade committed to eliminating the
50,000 therm restriction for Oregon transportation customers, and requiring those
customers to keep their nominations and deliveries within the same monthly tolerance
band as Northwest Pipeline. See Commitment 33. Finally, Cascade has agreed to join
the Intervenor Funding program established in Order No. 03-388, and will provide
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$30,000 in each of the three accounts established in that Order. The utility will also
support an extension of the program beyond 2007. See Commitment 35.

Impact of Settlement in Docket UG 173

The parties to the Stipulation contend that this Stipulation is based on the
agreement reached in docket UG 173, the Staff-initiated Cascade rate case. In addition,
the parties argue that the stipulation in docket UG 173 contributes to the net benefits
required under ORS 757.511. Specifically, testimony stated that,

Parties acknowledge that with the terms of the Application
and the Stipulation (including the Commitments), in
conjunction with entering into the stipulation for settlement
of Docket UG 173, MDU Resources and Cascade have
satisfied the “net benefits” standard of ORS 757.511. * * *
[T]he rate reduction proposed in the UG 173 stipulation
will provide customers with a rate decrease without the
uncertainty and effort of a rate case. Customers will also
benefit from the two-year extension of various elements of
the UG 167 Stipulation, including decoupling and public
purposes funding for energy efficiency and low-income
programs.

UM 1283/Joint/100, 11.

Docket UG 173 was a Commission-initiated rate case. At the Public
Meeting held on August 8, 2006, Staff submitted a report, in which it stated,

After reviewing Cascade’s Rate of Return (ROR) and
Return on Equity (ROE) for previous years, staff concludes
that Cascade should be brought in for a general rate case.
Staff finds that Cascade has had excessive earnings for the
past several years and that with the company’s latest
regulatory-adjusted ROR and ROE, these over earnings
will continue on a forward-looking basis absent a rate
reduction.

Staff then presented a table showing high earnings throughout the last ten years. Cascade
submitted a letter opposing Staff’s findings and Staff’s request that the Commission open
a rate case for Cascade. See Public Meeting August 8, 2006, Item No. 1, Staff Report.
The Commission consequently initiated its investigation into Cascade’s rates pursuant to
ORS 756.515.
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The primary charge of the Commission is to

protect such customers, and the public generally, from
unjust and unreasonable exaction and practices and to
obtain for them adequate service at fair and reasonable
rates. The commission shall balance the interests of the
utility investor and the consumer in establishing fair and
reasonable rates. Rates are fair and reasonable for the
purposes of this subsection if the rates provide adequate
revenue both for operating expenses of the public utility or
telecommunications utility and for capital costs of the
utility, with a return to the equity holder that is:

(a) Commensurate with the return on investments in other
enterprises having corresponding risks; and

(b) Sufficient to ensure confidence in the financial integrity
of the utility, allowing the utility to maintain its credit and
attract capital.

ORS 756.040(1). The Commission has a responsibility to ensure that Cascade charges
reasonable rates and is prudently managed, no matter what entity owns or manages
Cascade. See UM 1209, Order No. 06-082, at 3 (characteristics of the acquired utility
must be measured against a prudently managed utility charging reasonable rates).

In this case, Cascade was an independent company undergoing a
Commission-initiated rate case when MDU Resources filed its application. Therefore,
we compare the terms of MDU Resources’ application to purchase Cascade to a
prudently and well-managed Cascade that charges reasonable rates as determined by the
outcome of the rate case. This case involves subsequent net benefits provided by MDU
Resources’ ownership of Cascade, beyond the resolution of the rates issue raised in
docket UG 173. Therefore, the settlement in docket UG 173 cannot be used to show net
benefits in the instant application.

Conclusion

We conclude that the amended application, supplemented by the Stipulation
containing additional commitments, provides net benefits to utility customers and does not
harm the public as a whole. In particular, we find that the rate credits allow customers to
share in efficiencies produced by MDU Resources’ ownership of Cascade and therefore
provide a direct benefit of the transaction to customers. See UM 1209, Order No. 06-082,
at 17. Additionally, MDU Resources’ commitment to a two-year extension of various
programs in the UG 167 stipulation, such as decoupling, Service Quality Measures, and
public purposes funding for energy efficiency and low-income programs, will also provide




















































