Northwest Natural Gas might get rate decrease instead of increase
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View full sizeAssociated PressCheaper and plentiful natural gas from places like Colorado gives Northwest Natural Gas the ability to buy gas at significantly lower prices than what's currently built into rates.

Northwest Natural Gas Co. turned out another solid quarterly earnings report Friday in the face of a weak economy. Yet the company may have to step up its game in Salem, as staff at the Oregon Public Utility Commission on Thursday recommended adjustments in an ongoing rate case that could transform the company's request for a 6.2 percent rate increase into a rate decrease of 1.5 percent. 

The Portland-based gas utility said Friday it earned $40.6 million, or $1.51 per diluted share, on revenues of $317.5 million in the first quarter -- the cold weather period that generates the bulk of the Portland-based gas utility's revenue and earnings. The results were essentially flat with the same period a year ago when it earned $40.8 million, or $1.53 per diluted share, on revenues of $323.1 million. 

Earnings were consistent with analysts' expectations, and the company reaffirmed its 2012 earnings forecast of $2.35 to $2.55 per share. 

Because of abundant gas supplies and a dramatic drop in prices, NW Natural has been able to buy gas at significantly lower prices than what's currently built into rates. The company typically adjusts prices in November and passes through the bulk of its savings or extra spending to ratepayers as part of a purchased gas adjustment. 

A few weeks ago, the company proposed a $35 million credit to its Oregon customers and a $4 million credit to Washington customers as a result of lower prices. If approved, the credits would be applied to bills starting in June rather than November. The company also proposed a $9 million credit for Oregon customers related to its gas storage operations in Northwest Oregon and California. 

Meanwhile, the company made its first general rate case filing in a decade in December. In part, it was forced to file so regulators could reauthorize two programs the utility sees as desirable. But the filing also seeks an extra $43.7 million in revenue -- a rate increase of 6.2 percent -- to cover a variety of operating costs it says have increased. 

After looking at the company's financials, staff at the PUC recommended Friday the commission instead reduce NW Natural's revenue requirement by $11 million, which would amount to a rate decrease of 1.5 percent. 

PUC analysts said the company could shave $3.5 million in costs for incentive compensation, $7.1 million in pension costs and $8.4 million in labor costs. They also noted NW Natural has been earning more than its authorized 10.2 percent return on equity, and recommended lowering the authorized return to 9.2 percent. That would cut another $11 million off the company's rate base. 

The Citizens' Utility Board of Oregon, a ratepayer advocacy group, also submitted rate case testimony Thursday objecting to a minimum service charge that NW Natural has proposed to recover all fixed costs. A portion of the price the company charges for every therm of gas is related to the costs of distribution, and as per customer gas use declines due to efficiency efforts, the company says it is shorted on its fixed-cost recovery. CUB called the proposal a radical rate design that would discourage further conservation. 

On the company's earnings call with analysts Friday, NW Natural chief executive Gregg Kantor said its typical for staff and other ratepayer advocates to stake out aggressive positions at the beginning of a rate case. The company plans to file a rebuttal in June and executives say any rate increase should be partially offset by lower gas costs. "We know we've managed our business well over the last decade, we believe our proposal is reasonable, and we are ready to make our case to the commission," he said. 

NW Natural has also proposed a new rate mechanism to recover costs associated with the environmental cleanup of its old gas manufacturing plant on the Willamette River. The company said the proposal could raise customer rates 1 to 3 percent. While current ratepayers did not benefit from the gas manufacturing operations, the PUC staff recommended they cover 90 percent of the cleanup costs. Shareholders would bear 10 percent of the costs under the proposal, providing some incentive for the company to minimize costs and negotiate aggressively with insurers to recover the outlays. 

Utilities in many states face similar costs and state regulators have adopted different rules on who should bear them. Ratepayer advocates have typically pushed for shareholders to pay. 

"This proposal provides incentives to minimize costs," said Bryan Conway, acting director of utility operations at the PUC. "They have to clean up, but they should do it in the least-cost manner." 

-- Ted Sickinger
image3.jpeg




image1.jpeg




image2.gif




