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I.
INTRODUCTION

1 This settlement agreement ("Full Settlement") is entered into pursuant to 
WAC 480-07-730(1) in order to compromise and settle all issues that have been raised in this proceeding.  This Full Settlement recommends an increase in natural gas revenue requirements of $2,724,959, which the parties agree will result in rates that are just, fair, reasonable and sufficient and otherwise in the public interest and which should be accepted by the Commission as a resolution of all issues in this docket.  The parties understand this Full Settlement is subject to Commission approval.

II.
PARTIES
2 This Full Settlement is entered into by:  Northwest Natural Gas Company ("NW Natural" or "the Company"); the Staff of the Washington Utilities and Transportation Commission ("UTC Staff"); the Public Counsel Section of the Attorney General's Office ("Public Counsel"); Northwest Industrial Gas Users ("NWIGU"); The Energy Project; and the NW Energy Coalition ("NWEC") (collectively referred to hereinafter as the "Parties" and each individually as a "Party").

III.
BACKGROUND
3 On March 28, 2008, NW Natural filed with the Washington Utilities and Transportation Commission ("Commission") revisions to its currently effective Tariff WN U-6.  The proposed revisions would implement a general rate increase of $4,342,062, or 4.75 percent.  On April 3, 2008, the Commission suspended the filing and set the matter for hearing (referred to hereinafter as the "General Rate Case").
4 A Prehearing Conference in the General Rate Case was held on April 24, 2008, before Administrative Law Judge Adam E. Torem.  Judge Torem granted the petitions to intervene in this docket of The Energy Project, NWIGU, and NWEC.
5 The Parties have reached a Full Settlement pursuant to WAC 480-07-730(1) and now wish to present their agreement for Commission approval.  In the interests of expediting the orderly disposition of the General Rate Case, the Parties therefore adopt the following Full Settlement, which is entered into by the Parties voluntarily to resolve matters in dispute among them regarding all issues in this proceeding.

6 The Parties hereby respectfully request that the Commission issue an order approving this Full Settlement.  The Parties request that the Commission hear evidence concerning their Full Settlement.  The Parties to this Full Settlement will file Joint Testimony in support of their agreement, pursuant to WAC 480-07-740(2).

IV.
AGREEMENT
7 This section describes how the agreed issues have been determined.  Except as specifically set forth below, the Parties are in agreement that the accounting amortizations and methodologies included in the Company's direct filing should be accepted by the Commission for the purpose of setting rates in this docket.  No Party shall be deemed to have agreed that such accounting amortizations and methodologies are appropriate or establish any precedent in any future proceeding.  
8 Revenue Requirement:  The Parties recommend that the Company be authorized to increase its general rates for natural gas service in Washington by $2,724,959.  The support for this revenue requirement recommendation is provided in Attachment A.  The Parties’ agreement on this revenue requirement recommendation includes the following individual adjustments:
9 a.
Cost of Capital:  The Parties agree to a return on equity of 10.10  percent.  The capital structure and debt rates proposed by the Company in its direct case shall remain unchanged.  The overall rate of return is 8.40 percent.
10 b.
Bonuses:  The Parties agree to exclude from rates (1) all executive bonuses, and (2) fifty percent (50%) of bonuses of all non-bargaining unit (NBU) employees.  This feature attributes the excluded bonuses to the sole responsibility of shareholders, and decreases the expense amount by $378,259 (and decrease the rate base by $137,829).  
11 c.
Investor Supplied Working Capital:  The Parties agree that the calculation of working capital shall reflect an increase in the rate base by $6,325,365.
12 d.
Marketing and Communications:  The Parties agree that no costs related to the Company's Smart Energy program shall be recovered through rates.  The Marketing and Communication expense amount will be decreased by $352,984.  Prospectively, the Parties agree that upon approval of the Company’s energy efficiency programs, reasonable and prudent advertising that relates to a specific, approved energy efficiency program may be included as part of such program's cost and recovered through the existing annual deferral mechanism for energy efficiency-related expenses, subject to WAC 480-90-223.  Nothing in this paragraph prevents or precludes any party from challenging the prudence or reasonableness of advertising expenditures sought for recovery by the Company through the deferral mechanism.
13 e.
Automated Meter Reading (AMR):  The Parties agree to the proposed treatment of AMR in the Company's direct case; provided, however, that no Oregon costs or “lingering” meter reader-related costs or related overhead will be included in rates and that all current cost-savings are reflected in rates.

14 f.
Depreciation:  The Parties agree to decrease the expense amount by $1,019,967.
15 g.
Pre-1981 Tax Adjustment:  The Parties agree to the pre-1981 tax adjustment as proposed by the Company and UTC. 
16 Gains on Property Sales:  The Parties agree that the Company will pass through to customers the deferred gains on property in Vancouver transferred in 2001 and in Albany, Oregon as referenced in Commission Docket UG-081317.  These gains, the allocated portion attributed to Washington of which is $17,973, for the Albany property and $102,104 for the Vancouver property, will be returned to all customers, with interest, on an equal margin basis over a one-year period through a tariff rider that will coincide with the implementation of the rate increases resulting in this general rate case and expire upon completion of the pass through.

17 Cost of Service Study and Rate Spread:  The Parties agree to accept the cost of service study and rate spread presented in the prefiled direct testimony and exhibits of Mr. David A. Heintz in the Company’s direct case.

18 Conservation:  The Parties agree that the Company will convene an Energy Efficiency Advisory Group ("EEAG") of all interested parties, including the Parties.  The Company shall develop energy efficiency programs in consultation with the EEAG.  Not earlier than six (6) months after approval of the tariff filings to implement such energy efficiency programs, the Company may seek approval of a mechanism to address the issue of lost margins associated with reduced usage attributable to energy efficiency.  The Company shall not propose to implement a decoupling mechanism in Washington prior to the filing of the evaluation required under Avista’s pilot decoupling program (expected no later than March 31, 2009).  Subject to the resolution of any outstanding issues regarding the legal capacity of the Energy Trust of Oregon ("ETO") to deliver the Company's energy efficiency programs in Washington in a cost-effective manner, the Parties agree that the Company has demonstrated a prima facie case supporting the retention of ETO to deliver energy efficiency programs for the Company in Washington, and will support the Company retaining ETO for this purpose on a pilot basis for a one-year period.  Following this pilot period, the Company will, in consultation with the EEAG, evaluate the cost-effectiveness of continued use of ETO for delivering the Company's energy efficiency programs in Washington.  The Parties further agree that the Company has demonstrated a prima facie case supporting the need for one full-time equivalent ("FTE") to administer its energy efficiency programs in Washington, and do not oppose the recovery of costs associated with such FTE through the existing deferral mechanism for energy efficiency-related expenses.  Public Counsel takes no position with respect to the retention of the ETO or necessity of an FTE.  The Energy Project takes no position with respect to the FTE.  Nothing in this paragraph prevents or precludes any party from challenging the prudence or reasonableness of expenditures sought for recovery by the Company through the deferral mechanism. 

19 Low-Income Programs:  The Company will immediately begin an investigation into implementing a residential low-income bill payment assistance program in its Washington service territory.  The Parties acknowledge that the Company faces unique challenges in this regard due to the structure of the local low-income agencies and organizations that currently operate or oversee low-income energy assistance programs in its service territory.  The Company agrees to report the results of its investigation to the Parties within thirty (30) days after the Commission approves the settlement in this General Rate Case.  The Company agrees to convene a low-income rate assistance working group to review the results of the investigation and to determine the appropriate design of a rate assistance program for the Company.  The working group shall include the Parties, low-income advocates, and those agencies or organizations that currently operate or oversee low-income energy rate assistance programs in the Company's Washington service territory.  Based on the finding of the working group, the Company will file a rate assistance program with the Commission by April 1, 2009.  The existing low-income weatherization program shall be reviewed, evaluated and modified as necessary in consultation with the EEAG.
20 Customer Charge and Rate Design:  The Parties agree to the elimination of Schedule 21 and to the following changes to the rate design in the Company’s current tariffs:
	
	Current Rates
	Revised Rates

	01. General Sales Customer Charge
	$2.00 per month
	$3.47 per month

	02. Residential Sales Customer Charge
	$5.00 per month
	$7.00 per month

	03. Basic Firm Sales Customer Charge
	$10.50 per month
	$15.00 per month

	27. Residential Heating Dry-Out Customer Charge
	None
	$6.00 per month

	41. Non-Residential Sales and Transport Service Customer Charge
	$195.16 per month
	$250 per month

	42. Large Volume Non-Residential Sales & Transport Service Sixth Block
	
	Revise current block structure to carry the same percent margin increase as other blocks of Schedule 42.


21 Weather-Adjusted Rate Mechanism ("WARM"):  The Parties agree that the Company shall not implement WARM in this proceeding.

22 Effective Date:  The Parties agree that the revised rates shall become effective as of January 1, 2009.

23 Rate Case Moratorium:  The Parties agree that the Company shall not file a request for a general rate increase in Washington prior to January 1, 2010.
V.
MISCELLANEOUS PROVISIONS
24 It is stipulated by the Parties that all testimony and exhibits submitted in this docket should be admitted into the evidentiary record.  

25 The Parties agree to support the terms and conditions of this Full Settlement as a settlement of all contested issues among them in the above-captioned proceeding.
26 This Full Settlement represents an integrated resolution of all matters.  Accordingly, the Parties recommend that the Commission adopt and approve this Full Settlement in its entirety. 

27 The Parties shall cooperate in submitting this Full Settlement promptly to the Commission for approval and shall cooperate in developing supporting testimony as required in WAC 480-07-740(2)(b).  The Parties agree to support the Full Settlement throughout this proceeding, provide witness(es) to sponsor such Full Settlement at a Commission hearing, and recommend that the Commission issue an order adopting the Full Settlement in its entirety.  

28 In the event the Commission rejects the Full Settlement, the provisions of WAC 480-07-750(2)(b) shall apply.  In the event the Commission accepts the Full Settlement upon conditions not proposed herein, each Party reserves the right, upon written notice to the Commission and all other parties to this proceeding within five (5) days of the Commission order, to state its rejection of the conditions.  In such event, the Parties immediately will request that hearings be held on the appropriateness of the conditions.  In any further proceedings triggered by this paragraph, the Parties agree to cooperate in development of a hearing schedule that concludes such proceeding at the earliest possible date.  Any further proceedings triggered by this paragraph shall not delay any compliance filing of NW Natural ordered by the Commission and such compliance filing shall remain in effect pending any further proceeding.

29 The Parties enter into this Full Settlement to avoid further expense, uncertainty, and delay.  By executing this Full Settlement, no Party shall be deemed to have approved, admitted, or consented to the facts, principles, methods, accounting adjustments, or theories employed in arriving at the terms of this Full Settlement and, except to the extent expressly set forth in this Full Settlement, no Party shall be deemed to have agreed that this Full Settlement is appropriate for resolving any issues in any other proceeding.  No Party shall represent that any of the facts, principles, methods, or theories employed by any Party in arriving at the terms of this Full Settlement are precedents in any other proceeding.

30 This Full Settlement may be executed in counterparts, through original and/or facsimile signature, and each signed counterpart shall constitute an original document.

31 All Parties agree:

i.
to provide all other Parties the right to review in advance of publication any and all announcements or news releases that any other Party intends to make about the Full Settlement.  This right of advance review includes a reasonable opportunity for a Party to request changes to the text of such announcements.  However, no Party is required to make any change requested by another Party; and 
ii.
to include in any news release or announcement a statement that UTC Staff's recommendation to approve the settlement is not binding on the Commission itself.  This subsection does not apply to any news release or announcement that otherwise makes no reference to UTC Staff.

DATED this __ day of October, 2008.
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