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Credit Highlights

Ovwverview

Key Strengths Key Risks

Primarily low-risk natural gas distribution operations with limited unregulated  Megative discretionary cash flow over the next few years,
stOTAge Operations. indicating external funding nesds.

We expect financial measures (o be stronger in 2019 as a result of rate case Lirnited geographical and reguiatory diversity.

approvals in Washington and Oregon

Northwest Natural Gas Co. has a lower-risk business model and manages its regulatory risk effectively. This largely
reflects the company’s ability to get cost recovery for its investments in a timely manner, including through the use of
various infrastructure riders that enable the utility to recover its investments on a more frequent basis. Our view of
NWN's limited regulatory and geographic diversity reflects about 750,000 customers the company serves across two
states. Oregon accounts for roughly 90% of the company's rate base. Washington accounts for the remainder.

We expect the company to maintain credit measures that are consistent with its current rating. Specifically, we expect
the company to maintain funds from operations (FFO) to debt of about 15%-18%,.

The company's strategy to acquire small water assets will likely be neutral to the ratings as long as the asset purchases

are financed in a credit-supportive manner, and reflect low-risk regulated operations.
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Outlook: Stable

The stable rating outlook on Northwest Natural Gas Co. (NWN) over the next two years reflects S&F Global
Ratings' expectation of strong financial and operating performance and effective management of regulatory risk.
We expect FFO to debt to range between 15%-18% over the next two years.

Downside scenario

Ratings pressure could occur over the next two years if FFO to debt consistently drops below 15%. This could
occur if the company relies heavily on external financing to fund cash shortfalls, if investments in nonregulated
operations exceed our expectations, or cash flows suffer due to mismanagement of regulatory risk

Upside scenario

Although we consider an upgrade unlikely over the next two years, we could raise the ratings if the company
improves financial measures on a sustained basis, including FFO to debt of more than 23%. This could ocour
through strengthened operating cash flow or reduced debt leverage.

QOur Base-Case Scenario

Key Metrics

201Ba 2019 2020e
FFC to Debt (%) 140 - 175-18:5 185-17.5
Debt 1o EBITDA {x) 5.0 A4.0-5.0 4.0-5.0

a—Actual. e—Estimate.

Company Description

NW Natural Gas Co, operates as a regulated natural gas distribution company. The cornpany serves approximately
740,000 natural gas customers in Oregon and Southwest Washington through 14,000 miles of pipeline systems in the
United States
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Business Risk: Excellent

We assess NWN's business risk based on the company's very low risk regulated gas distribution operations, which
account for almost 100% of the consolidated cash flows. About 89% of NWN's roughly 750,000 customers are in
Oregon, primarily in the Salem and Portland metropolitan areas; the remainder are in Washington. The company
benefits from stable and supportive regulatory environments in both of the jurisdictions it operates in, with purchased
gas adjustments and environmental cost deferral in both jurisdictions, and decoupling, a forward-looking test year, and
a weather normalization mechanism in Oregon. These mechanisms reduce regulatory lag in the collection of
associated costs and help bolster cash flow stability outside of rate cases. A large, stable residential customer base
(about 90% of all customers) with limited exposure to more cyclical commercial and industrial customers further
stabilizes the utility's cash flows. A history of safe and reliable services also strengthens the company's business profile,
Because of these factors, we view the company's business risk profile at the stronger end of the excellent category,

supported by the company's ability to effectively manage its regulatory risk,

The company has continued its strategy to diversify its business operations by purchasing small-regulated water
utilities. Given the low-risk nature of water utilities, we view NWN's entry into the regulated water utility space as
modestly positive for its business risk profile.

Peer comparison
Table 1

Northwest Natural Gas Co. -- Peer Comparison

Indusiry Sector: Gas

Northwest Natural Gas Piedmont Natural Gas
Co. ONE Gas Inc. Co. Inc. Atmos Energy Corp.

Ratings as of March 19, A+ /Stable/A-] A/ Stables A-t A-/Stables A-2 A/Srable/ A1
2020

==Fizcal year ended Dec. --Fiscal year ended Dec. --Fiscal year ended Dec. --Fiscal year ended Sep.

31, 2018- 31, 2018-- 31, 2018-- 30, 2018--
(Ml §)
Revenue T05.6 1.633.7 13750 31155
EBITDA 2259 462.2 396.5 11252
Funds from operations 1574 407.2 3143 936.6
(FFO)
Interest expense 429 56.1 101.2 1202
Cash interest paid 41.2 =t 042 b8.2 181.5
Cash flow from operations 173.0 463.4 464.3 1,129.6
Capital expenditure 2143 dal.1 T04.0 1, 4605
Free operating cash flow (41.4) T7.3 {239.7) [331.2)
(FOCF)
Discretionary cash flow {T9.7) [27.4) (239.7) [546.1)
(DCF)y
Cash and short-term T8 - 21.3 0.0 13.8
investments
Debt 1.120.7 1.621.4 2,312.0 3.680.2
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Table 1

Northwest Natural Gas Co. -- Peer Comparison (cont.)
Equity 7157 2,042.7 2,091.0 4, 770.0

Adjusted ratios

EBITDA margin (%) 32.0 28.3 a8 36.1

Return on capital (%) 8.0 B.O 2.7 9.2

EBITDA interest coverage g3 B2 39 T - H
(x) -

FF(C cash intetest 48 B.5 4.2 6.1

coverage (x)

Debt/EBITDA {x) 50 e 5 5.8 33
FFO/debt (%) 14.0 25.1 136 2&!.4.
Cash flow from 15.4 28.9 o Zlirl_- B 30.7
operations/debt (946)

FOCF /debt (%) (3.7 4 (10.4) (9.0}
DCF /debt (30) (7.1) (1.7) {10.4) (14.8)

Financial Risk; Intermediate

Under our base-case scenario, with about $200 million in capital spending, about $55 million in dividends, and cost
recovery through rate case filings, we expect the company's FFO to debt be in the middle of the range for an
intermediate financial risk profile in 2020, Specifically, we expect FFO to debt to be around 16.5%-17.5%.

We assess NWN's financial risk profile using low volatility table, reflecting the low-risk nature of the company's natural
gas distribution operations and effective mansgement of regulatory risk. We assume NWN will continue to manage

regulatory risk well and fully recover its capital spending on a timely basis.

Financial summary
Table 2

Northwest Natural Gas Co. — Financial Summary

Industry Sector: Gas

—Fiscal year ended Dec. 31--

2018 2017 2016 2015 2014

(ML §)

Revenue T05.6 762.2 676.0 T23.8 7540

EBITDA 225.9 2475 2442 231.7 2215

Funds from operations (FFO) R -] 57.4 191.5 213.2 172.2 176.8

[niterest EXDENSE 429 45.0 ) 41 '1'_ o ';2_ "n""_"l

Cash interest paid 41.2 41.3 38.1 412 453

Cash Mow from DPEE-H.;:;.DHS - 173.0 205.6 225.5 1B7.5 2185

Capital expenditure 2143 211.0 139.5 1199 146.9

Free operating cash flow (FOCF) (41.4) {5.4) 26.0 57.7 T1.6

Discretionary cash flow (DCF) (797)  (614) 345 184 215

Cash end shart-term investments 7.9 A5 3.5 4.2 9.5
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Table 2

Northwest Natural Gas Co. -- Financial Summary (cont.)

Industry Sector: Gas

--Fiscal year ended Dec. 31--

2018 2017 2016 2015 2014
G.rl.:-s; available cash 7.8 a5 35 42 3.5
Debt 11207 1,0088 8555 9453 9709
Equity T15.7 .?4'.:.'.5 3 B50.5 THL.O TET.3
Adjusted ratios
EBITDA margin {¥u) J2.0 32.5 d6.1 32.0 32.0
Relurn an Ld.[..L;ll {%a) B.O 0.5 9.1 88 9.2
EBITDA interest coverage (x) 5.3 0.4 2.9 5.1 3.1
FFQ cash interest coverage (x) 48 - _5.r:i 6.6 5.1 4.9
Debt/EBITDA (x) 5.0 4.1 3.5 4.1 40
FFO/debt {%h) 14.0 19.0 249 18.2 18.2
Cash low from D‘ptrau:naa‘dr:u;.-(;;-;.} o 15.4 204 26.4 19.8 22.5
FOCE/debt (%) 37 (05) 10.1 12 74
DCF/debt (%) (7.1) (6.1 40 19 22

Liquidity: Adequate

We assess liquidity as adequate for Northwest Natural Gas Co. because we believe sources are likely to cover uses by
more than 1.1x over the next 12 months. We also project sources will meet cash outflows even in the event of a 10%
decline in EBITDA. Our assessment also reflects the company's generally prudent risk management, sound

relationships with banks, and generally satisfactory standing in credit markets.

Principal Liquidity Sources Principal Liquidity Uses

= §7.9 million available cash balance as on Dec. 31, = Debt maturities of about $248 million:

2018;
by * Maintenance capital expenditure of about $150
= Available credit facility of about $300 million million; and

snstally; il « Dividend payments of around $56 million.

= (Cash FFO estimated to be about $193 million of

about $400 million.
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Environmental, Social, And Governance

NWN's environmental exposure ig in line with other regulated natural gas utility providers, including as it relates to
methane emissions. This includes the potential for operational or financial risks to arise if regulation governing
methane emissions become more restrictive.

Social and governance factors are neutral. NWN's track record of service reliability could support the company's
ability to maintain social cohesion. Our views of NWN's governance are in line with other sector peers.

Group Influence

Under our group rating methodology, we view NWN as the parent and the ultimate rated entity. As a result, NWN's
group and stand-alone credit profile are the same at "a+".

Issue Ratings - Subordination Risk Analysis

The short-term rating on NWN is "A-1" based on our 'A+' issuer credit rating on the company.

Analytical conclusions
We rate the company's medium-term notes program 'A+', equal to its issuer credit rating, because we view any debt

issued under thiz program as debt issued by a qualifying investment-grade utility,

Issue Ratings - Recovery Analysis

NWN's first mortgage bonds benefit from a first-priority lien on substantially all of the utility's real property owned or
subsequently acquired. Collateral coverage of more than 1.5x supports a recovery rating of '1+' and an issue rating one

notch above the issuer credit rating,

Reconciliation

Table 3

Reconciliation Of Northwest Natural Gas Co. Reported Amounts With S&P Global Ratings' Adjusted Amounts

(Mil. §)
--Fiscal year ended Dec. 31, 2018--

Northwest Natural Gas Co. reported amounts

Operating Interest S&P Global Ratings'  Cash flow from
Debt EBITDA income expense adjusted EBITDA operations
951.6 218.1 133.1 3TD 2259 173.5
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54&FP Global Ratings' adjustments

Cash taxes paid - - = [27.4)

Cash laxes paid: Other -- - 2 P

Cash interest paid = -- [35.3) -
A 5.9 5.9 5.9) (0.53)

h

Operating leases B2.1

Postretirement benefit 139.1 = L = b
obligations/ deferred
C-ﬂm;"ﬂ'ﬁﬁaﬁ\:lh

Arcessible cash and Boguid {7.9) ai = T3
investments

Shere-based compensation - 2.5 - e
eXpEnse

Nonoperating income (expense) - - 3.8

Debt (ther (44.1) BT =

Total adjustments 165.1 7.9 9.7 5.8 (68.5) {0.5)

S&P Global Ratings' adjusted amounts

Interest Funds from Cash flow from
Debt EBITDA EBIT expense operations operations

L1207 225.9 142.8 428 157.4 173.0

Ratings Score Snapshot
Issuer Credit Rating
A+ /Stable/ A-1
Business risk: Excellent

* Country risk: Very low

* Industry risk: Very low

* Competitive position: Strong
Financial risk: Intermediate

e (Cash flow/leverage: Intermediate

Anchor: a+

Modifiers
¢ Diversification/portfolio effect: Neutral (no impact)
* (Capital structure: Neutral (no impact)

# Financial policy: Neutral (no impact)

]

Liquidity: Adequate (no impact)

* Management and governance: Satisfactory (no impact)
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* Comparable rating analysis: Neutral (no impact)
Stand-alone credit profile : a+

* Group credit profile: a+

Related Criteria

+ Criteria | Corporates | General: Reflecting Subordination Risk In Corporate Issue Ratings, March 28, 2018
= General Criteria: Methodology For Linking Long-Term And Short-Term Ratings, April 7, 2017

= Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global Corporate
Issuers, Dec. 16, 2014

+ Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, Nov. 19, 2013

» Criteria | Corporates | General: Corporate Methodology, Now. 19, 2013

» Criteria | Corporates | Utilities: Key Credit Factors For The Regulated Utilities Industry, Nov, 19, 2013
» General Criteria: Methodology: Industry Risk, Nov. 19, 2013

*» General Criteria: Group Rating Methodology, Nov. 19, 2013

» General Criteria; Country Risk Assessment Methodology And Assumptions, Nov. 19, 2013

» Criteria | Corporates | Utilities: Collateral Coverage And lssue Notching Rules For "1+' And '1' Recovery Ratings
On Senior Bonds Secured By Utility Real Property. Feb. 14, 2013

* General Criteria: Methodology: Management And Governance Credit Factors For Corporate Entities And Insurers,
Nowv. 13, 2012

» General Criterig; Use Of CreditWatch And Outlooks, Sept. 14, 2009

Business And Financial Risk Matrix

Financial Risk Profile
Business Risk Profile Ndinimal Modest Intermediate Significant Aggressive Highly leveraged
Excellent RAA/BET aa atfa a [ biok- bb+
Stromg aa/aa- a+/a a-/hbb+ bbb bib+ b
Satisfactory ala- bbb+ bbb /bbb bbb /bb+ bl b+
Fair bbb /bbb bbb- bb+ bb bb- b
Weak b+ b+ bb bb- b+ b/b-
Vulnerable bhb- bb bl-/b+ b+ b b-

Ratings Detail (As Of March 20, 2020)*

HNorthwest Natural Gas Co,
Issuer Credit Rating A+/Stable/A-1
Commercial Paper

Local Currency Al
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Ratings Detail (As Of March 20, 2020)*(cont.)

Senior Secured AA
Issuer Credit Ratings History

25-Jan-2010 A+ /Stable/A-1
19-Diec-2008 AA-/Negative/A-1+
28-Feb-2006 AA-/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Retings' credit ratings on the global scale are comparable
across countries. S&P Global Ratings' credit ratings on a national scale are relative to obligors or obligations within that specific country. [ssue end
debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees,
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